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INDEPENDENT AUDITORS’ REPORT

May 13, 2005

Board of Commissioners
County of Cheboygan
Cheboygan, Michigan

We have audited the accompanying financial statements of the governmental activities, the business-
type activities, each major fund, and the aggregate remaining fund information of County of
Cheboygan, Michigan (the “County”), as of and for the year ended December 31, 2004, which
collectively comprise the County’s basic financial statements as listed in the table of contents. These
financial statements are the responsibility of the County’s management. Our responsibility is to
express opinions on these financial statements based on our audit. We did not audit the financial
statements of the County of Cheboygan Road Commission component unit, which represents 100%
of the total assets and revenues of the discretely presented component unit. Those financial
statements were audited by other auditors whose report has been furnished to us, and our opinion,
insofar as it relates to the amounts included for that entity, is based solely on the report of the other
auditors.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the basic financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audit and the report of other auditors
provide a reasonable basis for our opinions.

In our opinion, based on our audit and the report of other auditors, the financial statements referred
to above present fairly, in all material respects, the respective financial position of the governmental
activities, the business-type activities, each major fund, the discretely presented component unit and
the aggregate remaining fund information of the County, as of December 31, 2004, and the
respective changes in financial position and cash flows, where applicable, thereof and the respective
budgetary comparisons for the General Fund and each major special revenue fund for the year then
ended in conformity with accounting principles generally accepted in the United States of America.
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In accordance with Government Auditing Standards, we have also issued our report dated May 13,
2005, on our consideration of the County’s internal control over financial reporting and our tests of
its compliance with certain provisions of laws, regulations, contracts and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an opinion on
the internal control over financial reporting or on compliance. That report is an integral part of an
audit performed in accordance with Government Auditing Standards and should be considered in
assessing the results of our audit.

The Management’s Discussion and Analysis on pages | through X is not a required part of the basic
financial statements but is supplementary information required by the Governmental Accounting
Standards Board. We have applied certain limited procedures, which consisted principally of
inquiries of management regarding the methods of measurement and presentation of the
supplementary information. However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the County’s basic financial statements. The accompanying Schedule of
Expenditures of Federal Awards is presented for purposes of additional analysis as required by U.S.
Office of Management and Budget Circular A-133, Audits of States, Local Governments, and Non-
Profit Organizations, and is not a required part of the basic financial statements. Also, the
supplementary information listed in the table of contents is presented for purposes of additional
analysis and is not a required part of the basic financial statements. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in our
opinion, is fairly presented in all material respects in relation to the basic financial statements taken
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Management’s Discussion and Analysis

As management of County of Cheboygan, Michigan (the “County’), we offer readers of the County’s
financial statements this narrative overview and analysis of the financial activities of the County for the
fiscal year ended December 31, 2004. We encourage readers to consider the information presented here
in conjunction with additional information that is furnished in the financial statements and notes to the
financial statements.

Financial Highlights

e The assets of the County exceeded its liabilities at the close of fiscal year 2004 by $20,176,061
(net assets). Of this $9,974,654 (unrestricted net assets) may be used to meet the County’s
ongoing obligations to citizens and creditors.

e The County revenue was modified during 2004 due to state legislation which changed the
property tax levy for Michigan taxpayers. The impact of Public Act 357 of 2004 to the County
is that property taxes will be collected and a portion of the money will be set aside in a revenue
sharing reserve fund. The State controls how the money can be transferred back to the General
Fund for operations. This amount in theory is intended to replace the state revenue sharing
money that has been paid by the State as a portion of the sales tax revenue pursuant to Proposal
A. The impact of this proposal, which gradually shifts the levy from December to July will
increase each year and peak in 2007. This will significantly impact the cash flow of the county
at that time. The County now maintains a State Revenue Reserve Fund as a governmental fund.

e The County construction project for the Sewer, in partnership with Inverness Township was
nearly completed in 2004. The project was funded in part by a U.S. Environmental Protection
Agency hardship grant, Michigan Department of Transportation grant, and U.S. Department of
Agriculture Rural Development loan and will be supported by user fees and Downtown
Development Authority tax growth. The impact to the financial statements continues to be the
Inverness Township Sewer Debt Fund and the Sewer Capital Projects Fund as governmental
funds.

e The County Road Commission component unit built a new garage in 2004 and financed the
project through MTF Bonds. The debt and bond proceeds of $3,060,000 are presented in the
component unit because the revenue to repay this debt is County Road proceeds. A portion of
the proceeds in a trust and agency fund will be held by the County to make the bond payments.

e Atthe end of the current fiscal year, unreserved undesignated fund balance for the General Fund
was $1,778,485 or 20% of the total General Fund expenditures and transfers.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the County’s basic financial
statements. The County’s basic financial statements comprise three components: 1) government-wide
financial statements, 2) fund financial statements and 3) notes to the basic financial statements. This
report also contains other supplementary information in addition to the basic financial statements
themselves.



Government-wide financial statements. The government-wide financial statements are designed to
provide readers with a broad overview of the County’s finances, in a manner similar to a private-sector
business.

The statement of net assets presents information on all of the County’s assets and liabilities, with the
difference between the two reported as net assets. Over time, increases or decreases in net assets may
serve as a useful indicator of whether the financial position of the County is improving or deteriorating.

The statement of activities presents information showing how the government’s net assets changed
during the most recent fiscal year. All changes in net assets are reported as soon as the underlying event
giving rise to the change occurs, regardless of the timing of related cash flows. Thus, revenues and
expenses are reported in this statement for some items that will only result in cash flows in future fiscal
periods (e.g., uncollected taxes, earned but unused vacation leave and accrued interest expense).

Both of the government-wide financial statements distinguish functions of the County that are
principally supported by taxes and intergovernmental revenues (governmental activities) from other
functions that are intended to recover all or a significant portion of their costs through user fees and
charges (business-type activities). The governmental activities of the County include legislative, judicial,
general government, public safety, health and welfare, recreation and culture and other. The business-
type activities include the marina, delinquent tax collections, Straits Regional Ride, jail commissary
operations, and tax foreclosures.

The government-wide financial statements include not only the County itself (known as the primary
government), but also the Cheboygan County Road Commission, a legally separate component unit for
which the County is financially accountable. The Road Commission issued separate audited financial
statements including a management discussion and analysis. In the government-wide financial
statements, financial information for the Cheboygan County Road Commission is reported separately
from the financial information presented for the primary government itself.

The government-wide financial statements can be found on pages 3-5 of this report.

Fund financial statements. A fund is a grouping of related accounts that is used to maintain control
over resources that have been segregated for specific activities or objectives. The County, like other
state and local governments, uses fund accounting to ensure and demonstrate compliance with
finance-related legal requirements. All of the funds of the County can be divided into three categories:
governmental funds, proprietary funds, and fiduciary funds.

Governmental funds. Governmental funds are used to account for essentially the same functions
reported as governmental activities in the government-wide financial statements. However, unlike the
government-wide financial statements, governmental fund financial statements focus on near-term
inflows and outflows of spendable resources, as well as on balances of spendable resources available at
the end of the fiscal year. Such information may be useful in evaluating a government’s near-term
financing requirements.



Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements. By
doing so, readers may better understand the long-term impact of the government’s near-term financing
decisions. Both the governmental fund balance sheet and the governmental fund statement of revenues,
expenditures, and changes in fund balances provide a reconciliation to facilitate this comparison
between governmental funds and governmental activities.

The County maintains 39 individual governmental funds. Information is presented separately in the
governmental fund balance sheet and in the governmental fund statement of revenues, expenditures, and
changes in fund balances for the General Fund, State Revenue Sharing Reserve, Housing Commission,
and Inverness Township Sewer Debt Service Fund, each of which are considered to be major funds.
Data from the other 35 governmental funds are combined into a single, aggregated presentation.
Individual fund data for each of these nonmajor governmental funds is provided in the form of
combining statements elsewhere in this report.

The County adopts an annual appropriated budget for its General and special revenue funds. Budgetary
comparison statements have been provided herein to demonstrate compliance with the General Fund and
each major special revenue fund.

The basic governmental fund financial statements can be found on pages 6-12 this report.

Proprietary funds. The County maintains two different types of proprietary funds. Enterprise funds are
used to report the same functions presented as business-type activities in the government-wide financial
statements. The County uses enterprise funds to account for its marina, delinquent tax collections, Straits
Regional Ride, jail commissary operations, and tax foreclosures.

Proprietary funds provide the same type of information as the government-wide financial statements,
only in more detail. The proprietary fund financial statements provide separate information for the
Marina and Delinquent Tax Revolving Funds, which are considered major funds of the County.
Individual fund data for the non-major enterprise funds is provided in the form of combining statements
elsewhere in this report.

The basic proprietary fund financial statements can be found on 13-16 of this report.

Fiduciary funds. Fiduciary funds are used to account for resources held for the benefit of parties outside
the government. Fiduciary funds are not reflected in the government-wide financial statements because
the resources of those funds are not available to support the County’s own programs. The accounting
used for fiduciary funds is much like that used for proprietary funds.

The basic fiduciary fund financial statements can be found on page 17 of this report.

Notes to the financial statements. The notes provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements. The notes to
the financial statements can be found on pages 18-43 of this report.

Other information. In addition to the basic financial statements and accompanying notes, this report
also presents certain supplementary information including the combining statements referred to earlier in
connection with nonmajor governmental, proprietary and fiduciary funds which are presented
immediately following the notes to the financial statements. Combining and individual fund statements
and schedules can be found on pages 44-60 of this report.



Government-wide Financial Analysis

Net assets may serve over time as a useful indicator of a government’s financial position. In the case of
the County, assets exceeded liabilities by $20,176,061 at the close of fiscal year 2004 compared to
$17,628,173 at the close of 2003.

Investment in capital assets (e.g., land, buildings, vehicles, equipment and docks), less any related debt
used to acquire those assets that is still outstanding represents approximately 43% of the County’s net
assets. The County uses these capital assets to provide services to citizens; consequently, these assets
are not available for future spending. Although the County’s investment in its capital assets is reported
net of related debt, it should be noted that the resources needed to repay this debt must be provided from
other sources, since the capital assets themselves cannot be used to liquidate these liabilities. The
remaining balance of unrestricted net assets ($10,479,260) for 2004 may be used to meet the
government’s ongoing obligation to citizens and creditors.

County of Cheboygan
Net Assets
Governmental Activities Business-type Activities Totals
2004 2003 2004 2003 2004 2003
Assets
Cash and other assets $13,034,285 $12,505,215 $ 6,511,583 $ 6,262,032 $19,545,868 $18,767,247

Capital assets, net of
accumulated depreciation _ 7,444,844 _ 7,578,084 1,656,231 1,772,095 9,101,075 9,350,179

Total assets 20,479,129 20,083,299 8,167,814 _ 8,034,127 28,646,943 28,117,426
Liabilities
Current and other liabilities 7,869,134 9,625,279 70,032 67,006 7,939,166 9,692,285
Long-term debt,
net of current portion 531,716 796,968 - - 531,716 796,968
Total liabilities 8,400,850 10,422,247 70,032 67,006 _ 8,470,882 10,489,253
Net assets
Invested in capital assets,
net of related debt 6,993,655 6,965,346 1,656,231 1,772,095 8,649,886 8,737,441
Restricted — State Revenue
Sharing Reserve 1,551,521 - - - 1,551,521 -
Unrestricted 3,533,103 _ 2,695,706 6,441,551 6,195,026 9,974,654 _ 8,890,732
Total net assets 12,078,279 $ 9,661,052 $ 8,097,782 $ 7,967,121 $20,176,061 $17.628.17

At the end of the current fiscal year, the County is able to report positive balances in both categories of
net assets, both for the government as a whole, as well as for its separate governmental and business-
type activities. The same situation held true for the prior fiscal year.

The government’s total net assets increased $2,491,954 during the current fiscal year.
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Revenues
Program revenues
Charges for services
Operating grants and
contributions
Capital grants and
contributions

General revenues

Property taxes
Cigarette tax
Convention and

tourism tax
Local contribution
State shared revenue

not restricted to

specific programs

Grants and contributions

not restricted to specific

programs
Unrestricted interest
income

Total revenues

Expenses
Legislative
Judicial
General government
Public safety
Health and welfare
Recreation and culture
Other
Interest on long-term debt
Marina
Delinquent tax revolving
Straits Regional Ride
Jail commissary operations
Tax foreclosure

Total expenses

County of Cheboygan
Changes in Net Assets

Governmental Activities Business-type Activities Totals

2004 2003 2004 2003 2004 2003
$ 2,183,523 $ 2,080,238 $ 1,181,025 $ 1,234,080 $ 3,364,548 $ 3,314,318
3,176,085 2,566,436 456,189 339,224 3,632,274 2,905,660
439,340 3,485,131 - - 439,340 3,485,131
7,775,637 5,702,627 - - 7,775,637 5,702,627
15,210 15,906 - - 15,210 15,906
70,573 67,994 - - 70,573 67,994
10,331 - - - 10,331 -
156,988 463,108 - - 156,988 463,108
354,391 133,668 - - 354,391 133,668
38,745 27,355 - 38,745 27,355
14,220,823 14,542 463 1,637,214 1,573,304 15,858,037 16,115,767
134,276 124,585 - - 134,726 124,585
2,337,008 2,329,459 - - 2,337,008 2,280,416
2,791,237 2,601,011 - - 2,791,237 2,601,011
3,118,354 2,902,731 - - 3,118,354 2,902,731
3,234,562 5,961,952 - - 3,234,562 347,230
285,677 298,192 - - 285,677 5,961,952
210,478 107,931 - - 210,478 107,931
24,817 24,939 - - 24,817 24,939
- - 520,014 469,706 520,014 469,706
- - 15,503 16,798 15,503 16,798
- - 627,353 621,233 627,353 621,233
- - 6,057 - 6,057 -
- - 60,747 55,322 60,747 55,322
12,136,409 14,350,795 1,229,674 1,163,059 13,366,083 15,513,854




County of Cheboygan
Changes in Net Assets (Concluded)

Governmental Activities Business-type Activities Totals
2004 2003 2004 2003 2004 2003

Increase in net assets
before transfers $ 2,084,414 $ 191,668 $ 407,540 $ 410,245 $ 2,491,954 $ 601,913
Transfers - internal activities 362,039 408,598 (362,039) (408,598) - -

Increase in net assets 2,446,453 600,266 45,501 1,647 2,491,954 601,913
Net assets - beginning of year 9,661,052 9,060,786 7,967,121 7,965,474 17,628,173 17,026,260

Prior period adjustment (29,226) - 85,160 - 55,934 -

Net assets - beginning of year,
as restated 9,631,826 - _ 8,052,281 - 17,684,107 -

Net assets - end of year 12,078,279 $ 9,661,052 $ 8,097,782 $ 7,967,121 $20,176,061 $17,628,173

Governmental activities. Governmental activities increased the County’s net assets by $2,446,453,
accounting for significantly all of the total increase in the net assets of the County.

Key elements of this increase result from PA 357 of 2004 and the State Revenue Sharing Reserve Fund
that it created. The property tax revenue for 2004 was levied in December 2004. However, one third of
this amount was required to be set aside in a separate fund and is reserved for future transfers to the
General Fund as outlined in PA 357 of 2004. The impact of this is that instead of showing a tax
receivable offset by a deferred revenue, the tax receivable for the 1/3 was offset by revenue. This
accounted for $1,835,891 of the increase in the net asset balance.

The large decreases in capital grants in program revenue and health and welfare expenses from 2003 to
2004 are attributable to the Inverness Sewer Project. The sewer project was actively being constructed
during 2003. Although these decreases did not significantly impact to net assets, the individual
categories of revenue and expenses did fluctuate largely.
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Expenses and Program Revenues -

Governmental Activities
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15%
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Business-type activities.

Business-type activities increased the County’s net assets by $45,501,

accounting for approximately 2 percent of the total increase in the County’s net assets for fiscal year
2004, compared to $1,644 or less than 1% for 2003.

Expenses and Program Revenues -
Business-type Activities

700,000

600,000

500,000 -

400,000 -

300,000

200,000 -

Straits Reglonal Marina Dellnque_nt tax Jail Commissary | Tax forclosure
Ride revolving

[ Expenses 627,353 520,014 15,503 6,057 60,747
B Revenues 537,684 476,889 447,733 8,465 166,443

Revenues by Source -

Business-type Activities

2%

[ Charge for services

B Operating grants and
contributions
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Financial Analysis of the Government’s Funds

As noted earlier, the County uses fund accounting to ensure and demonstrate compliance with
finance-related legal requirements.

Governmental funds. The focus of the County’s governmental funds is to provide information on
near-term inflows, outflows, and balances of spendable resources. Such information is useful in
assessing the County’s financing requirements. In particular, unreserved fund balance may serve as a
useful measure of a government’s net resources available for spending at the end of the fiscal year.

The General Fund is the main operating fund of the County. The General Fund balance increased by
$343,266 from $1,487,504 to $1,830,770 during 2004 due mainly to conservative spending. Although
revenue increased only 3% in the General Fund, through transfers in from the tax revolving fund and
conservative spending, the County increased the General Fund balance by approximately 23%.

Proprietary funds. The County proprietary fund statements provide the same type of information found
in the government-wide financial statements, but in more detail.

General Fund Budgetary Highlights

The amended budget differed from the originally adopted budget mainly because of changes in grant
revenue, which were generally matched with expenditures. One large grant was homeland security
which accounted for the majority of the revenue budget amendments. The expenditure budget was
adjusted in part for the large homeland security grant and also because of some minor programming
changes.

Capital Asset and Debt Administration

Capital assets. The County defines a capital asset as an asset whose cost exceeds $5,000 and useful life
is greater than one year. Included in the cost of a capital asset are items such as labor and freight and
any other costs associated with bringing the asset into full operation. Assets are depreciated using the
straight-line method over the course of their useful lives.

County of Cheboygan

Capital Assets
(net of depreciation, where applicable)

Governmental Business-type

Activities Activities Total
Land $ 3,218,280 3 - $ 3,218,280
Buildings and improvements 3,730,586 310,064 4,040,650
Land improvements 29,417 645,446 674,863
Machinery and equipment 305,569 30,877 336,446
Transportation equipment 160,992 384,616 545,608
Docks - 285,228 285,228
Total capital assets $ 7444844 $ 1.656,231 $ 9,101,075

Additional information on the County capital assets can be found in Note 3C on pages 29-31 of this
report.
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Debt administration. Debt incurred in the course of constructing or acquiring a capital asset is
recorded and paid for from a debt service fund.

Long-term debt. Debt is classified as long-term if the debt matures in a period greater than one year.
The County entered into an agreement with Inverness Township for the Inverness Township Sewer
Project. The Township pledged its full faith and credit for the repayment of the loan; therefore, this debt
is not included in the County’s financial statements.

Additional information on the County long-term debt can be found in Note 3F on pages 34-37 of this
report.

Economic Factors and Next Year’s Budgets and Rates

The County continues to budget in anticipation of State and Federal budget cuts with less grant and
other funding from these sources. The State Revenue Sharing Reserve will continue to impact the
County budget and in particular the cash flow, until it is fully implemented. The 2005 General Fund
budget is $9.5 million and maintains essentially the same programming as 2004.

Requests for Information

This financial report is designed to provide a general overview of the County’s finances for all those
with an interest in the government’s finances. Questions concerning any of the information provided in
this report or requests for additional financial information should be addressed to the County
Administrative Office, County of Cheboygan, Michigan, 870 S. Main, PO Box 70, Cheboygan,
Michigan, 49721.
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COUNTY OF CHEBOYGAN

STATEMENT OF NET ASSETS

DECEMBER 31, 2004

Primary Government

Governmental  Business-type Component
Activities Activities Total Unit
Assets
Cash and cash equivalents $ 2281243 $ 4971952 $ 7,253,195 $ 960,678
Receivables 10,693,507 1,241,970 11,935,477 1,032,690
Internal balances 52,285 (52,285) - -
Prepaid items and inventory - 20,735 20,735 965,007
Restricted assets 7,250 329,211 336,461 -
Capital assets not being depreciated 3,218,280 - 3,218,280 7,266,491
Capital assets, net of accumulated depreciation 4,226,564 1,656,231 5,882,795 13,890,414
Total assets 20,479,129 8,167,814 28,646,943 24,115,280
Liabilities
Accounts payable and accrued expenses 294,641 40,032 334,673 323,594
Unearned revenue 7,402,717 - 7,402,717 -
Advance from other governmental units - 30,000 30,000 488,456
Long-term liabilities
Due within one year 171,776 - 171,776 55,000
Due in more than one year 531,716 - 531,716 3,332,610
Total liabilities 8,400,850 70,032 8,470,882 4,199,660
Net assets
Invested in capital assets, net of related debt 6,993,655 1,656,231 8,649,886 18,096,905
Restricted
Primary/local roads - - - 1,340,159
State Revenue Sharing Reserve 1,551,521 - 1,551,521 -
Unrestricted 3,533,103 6,441,551 9,974,654 478,556
Total net assets $ 12,078,279 $ 8,097,782 $ 20,176,061 $ 19,915,620

The accompanying notes are an integral part of these basic financial statements.

-3-



COUNTY OF CHEBOYGAN

STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED DECEMBER 31, 2004

Program Revenues

Operating Capital
Charges Grants and Grantsand  Net (Expense)
Functions/Programs Expenses for Services  Contributions Contributions Revenue
Primary government
Governmental activities
Legislative $ 134276 $ - 3 - - $ (134,276)
Judicial 2,337,008 743,751 1,089,748 - (503,509)
General government 2,791,237 853,807 390,095 - (1,547,335)
Public safety 3,118,354 295,239 288,227 182,622 (2,352,266)
Health and welfare 3,234,562 77,576 1,408,015 256,718 (1,492,253)
Recreation and culture 285,677 213,150 - - (72,527)
Other 210,478 - - - (210,478)
Interest on long-term debt 24,817 - - - (24,817)
Total governmental activities 12,136,409 2,183,523 3,176,085 439,340 (6,337,461)
Business-type activities
Marina 520,014 473,352 3,537 - (43,125)
Delinquent tax revolving 15,503 350,418 97,315 - 432,230
Straits Regional Ride 627,353 182,347 355,337 - (89,669)
Jail commissary operations 6,057 8,465 - - 2,408
Tax foreclosure 60,747 166,443 - - 105,696
Total business-type activities 1,229,674 1,181,025 456,189 - 407,540
Total primary government $ 13,366,083 $ 3,364,548 $ 3,632,274 $ 439,340 $ (5,929,921)
Component unit
Road Commission $ 6,956,034 $ 1994073 $ 6,065235 $ - % 1103274
Continued...



COUNTY OF CHEBOYGAN

STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED DECEMBER 31, 2004

Primary Government

Governmental  Business-type Component
Functions/Programs Activities Activities Total Unit
Changes in net assets
Net (expense) revenue $ (6,337,461) $ 407,540 $ (5,929,921) $ 1,103,274
General revenues
Property taxes 7,775,637 - 7,775,637 -
Cigarette tax 15,210 - 15,210 -
Convention and tourism tax 70,573 - 70,573 -
Local contribution 10,331 - 10,331 -
State shared revenue not restricted to
specific programs 156,988 - 156,988 -
Grants and contributions not restricted
to specific programs 354,391 - 354,391 -
Unrestricted interest income 38,745 - 38,745 -
Transfers - internal activities 362,039 (362,039) - -
Total general revenues and transfers 8,783,914 (362,039) 8,421,875 -
Change in net assets 2,446,453 45,501 2,491,954 1,103,274
Net assets, beginning of year 9,661,052 7,967,121 17,628,173 18,812,346
Prior period adjustment (29,226) 85,160 55,934 -
Net assets, beginning of year, as restated 9,631,826 8,052,281 17,684,107 18,812,346
Net assets, end of year $ 12078279 $ 8097,782 $ 20,176,061 $ 19,915,620
Concluded

The accompanying notes are an integral part of these basic financial statements.
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COUNTY OF CHEBOYGAN

BALANCE SHEET
GOVERNMENTAL FUNDS

DECEMBER 31, 2004

State Inverness
Revenue Township
Sharing Housing Sewer Debt
General Reserve Commission Service
ASSETS
Cash and cash equivalents $ 1412573 3 - 3 93577 3 3,081
Taxes receivable 3,671,783 1,835,892 - -
Accouts receivable 11,822 - -
Due from other funds 319,725 - - -
Due from other governmental units 183,366 - 70,509 -
Lease receivable - - - 3,232,000
Loans receivable - - 960,484 -
Reserved cash - - - 7,250
Advance to other funds 52,285 - - -
Total assets $ 5651554 $ 1835892 $ 1124570 $ 3,242,331
LIABILITIES AND FUND BALANCES
Liabilities
Accounts payable $ 71,259 $ - 3 114  $ -
Accrued expenses 77,742 - - -
Deferred revenue 3,671,783 - 963,009 3,232,000
Due to other funds - 284,371 29,054 -
Due other governmental units - - - -
Total liabilities 3,820,784 284,371 992,177 3,232,000
Fund balances
Reserved
Advance to other funds 52,285 - - -
Revenue Sharing Reserve - 1,551,521 - -
Unreserved
Designated
Subsequent years’ expenditures reported
in special revenue funds - - 40,389 -
Capital projects - - - -
Undesignated 1,778,485 - 92,004 10,331
Undesignated, reported in nonmajor
special revenue funds - - - -
Total fund balances 1,830,770 1,551,521 132,393 10,331
Total liabilities and fund balances $ 5651554 $§ 1835892 $ 1124570 $ 3,242,331




Nonmajor Total
Governmental  Governmental
Funds Funds
$ 772,012 $ 2,281,243

496,409 6,004,084

133 11,955

- 319,725

231,109 484,984

- 3,232,000

- 960,484

- 7,250

- 52,285

$ 1,499,663 $ 13,354,010
$ 65,473 $ 136,846
11,574 89,316
496,409 8,363,201
6,300 319,725

63,034 63,034
642,790 8,972,122

- 52,285

- 1,551,521

83,162 123,551

715 715

- 1,880,820

772,996 772,996
856,873 4,381,888

$ 1,499,663 $ 13,354,010

Continued...



COUNTY OF CHEBOYGAN

BALANCE SHEET
GOVERNMENTAL FUNDS

DECEMBER 31, 2004

Reconciliation to the statement of net assets
Fund balances - total governmental funds
Amounts reported for governmental activities in the statement of net assets are different because

Capital assets used in governmental activities are not financial resources and, therefore, not reported in
the funds.

Add: capital assets
Subtract: accumulated depreciation

The focus of governmental funds is on short-term financing, some assets will not be available to pay for
current-period expenditures. Those assets (such as certain receivables) are offset by deferred revenues in
the governmental funds, and thus not included in fund balance.

Add: deferred revenue on loans

Certain liabilities, such as bonds payable, are not due and payable in the current period, and therefore are
not reported in the funds.

Subtract: loans payable at December 31, 2004
Subtract: compensated absences

Subtract: accrued interest on long-term liabilities

Net assets of governmental activities

The accompanying notes are an integral part of these basic financial statements.
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$ 4,381,888

11,003,962
(3,559,118)

960,484

(451,189)
(252,303)

(5,445)

8 12078279

Concluded



COUNTY OF CHEBOYGAN

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN
FUND BALANCES - GOVERNMENTAL FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2004

Revenues

Taxes

Federal

State

Contributions and donations
Charges for services
Licenses

Fines

Permits

Reimbursements and refunds
Interest

Other

Total revenues

Expenditures
Legislative
Judicial
General government
Public safety
Health and welfare
Recreation and culture
Other
Debt service
Principal
Interest
Capital outlay

Total expenditures
Revenues over (under) expenditures

Other financial sources (uses)
Loan proceeds

Local contribution

Transfers in

Transfers out

Total other financing sources (uses)
Net change in fund balances
Fund balances, beginning of year, as restated

Fund balances, end of year

General

State
Revenue
Sharing
Reserve

Housing
Commission

Inverness
Township
Sewer Debt
Service

$

5,461,185
312,934
879,728

1,428,316

10,070
52,842
50,860
224,979
38,745
222,726

$ 1,835,892

$ -
246,145

745
28,906

$

8,682,385

1,835,892

275,796

134,276
1,503,682
2,870,111
2,850,284

686,043

50,000

200,478

256,480

8,294,874

33,958

387,511

1,835,892

(33,958)

595,904
(640,149)

(284,371)

44,289

(44,245)

(284,371)

44,289

343,266
1,487,504

1,551,521

19,316
113,077

10,331

1,830,770

$ 1551521

$ 132,393

10,331




Nonmajor Total
Governmental  Governmental

Funds Funds
$ 478,557 $ 7,775,634
456,176 1,015,255
843,086 1,722,814
8,675 8,675
722,297 2,150,613
- 10,070
121,289 174,131
- 50,860
- 224,979
2,461 41,951
461,025 712,657
3,093,566 13,887,639
- 134,276
387,332 1,891,014
474,980 3,345,091
238,343 3,088,627
2,064,973 3,007,496
230,552 280,552
- 200,478
110,000 143,958
22,376 22,376
186,779 186,779
3,715,335 12,300,647
(621,769) 1,586,992
160,204 160,204
- 44,289
710,894 1,306,798
(20,239) (944,759)
850,859 566,532
229,090 2,153,524
627,783 2,228,364
$ 856,873 $ 4,381,888

Continued...



COUNTY OF CHEBOYGAN

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCES - GOVERNMENTAL FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2004

Reconciliation to the statement of activities
Net change in fund balances - total governmental funds $ 2,153,524
Amounts reported for governmental activities in the statement of activities are different because

Governmental funds report capital outlays as expenditures. However, in the statement of activities, the
cost of those assets is allocated over their estimated useful lives and reported as depreciation expense.

Add: capital outlay capitalized during current year 220,544
Subtract: depreciation expense (353,784)

Revenues in the statement of activities that do not provide current financial resources are not reported as
revenues in the funds, but rather are deferred to the following fiscal year.

Add: current year housing loans 960,484
Subtract: prior year housing loans (797,835)

Bond proceeds provide current financial resources to governmental funds, but issuing debt increases long
term liabilities in the statement of net assets. Repayment of bond principal is an expenditure in the
governmental funds, but the repayment reduces long-term liabilities in the statement of net assets.

Add: principal payments on long-term liabilities 161,549

Some expenses reported in the statement of activities do not require the use of current financial resources
and therefore are not reported as expenditures in governmental funds.

Add: prior year accrued interest on bonds 7,940
Subtract: current year accrued interest on bonds (5,445)
Add: decrease in the accrual of compensated absences 99,476
Change in net assets of governmental activities $ 2,446,453
Concluded

The accompanying notes are an integral part of these basic financial statements.
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COUNTY OF CHEBOYGAN

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN
FUND BALANCE - BUDGET AND ACTUAL - GENERAL FUND

FOR THE YEAR ENDED DECEMBER 31, 2004

Variance With
Final Amended
Final Budget
Original Amended Positive
Budget Budget Actual (Negative)
Revenues
Taxes $ 5468383 $ 5468383 $ 5461185 $ (7,198)
Federal 145,525 364,599 312,934 (51,665)
State 1,156,363 1,170,576 879,728 (290,848)
Charges for services 1,405,770 1,406,776 1,428,316 21,540
Licenses 5,950 5,950 10,070 4,120
Fines 47,500 47,500 52,842 5,342
Permits 55,000 55,950 50,860 (5,090)
Reimbursements and refunds 139,211 140,767 224,979 84,212
Interest 29,500 29,500 38,745 9,245
Other 26,365 38,549 222,726 184,177
Total revenues 8,479,567 8,728,550 8,682,385 (46,165)
Expenditures
Legislative 141,590 141,590 134,276 7,314
Judicial 1,488,021 1,546,344 1,503,682 42,662
General government 2,895,879 2,915,647 2,870,111 45,536
Public safety 2,837,091 2,922,529 2,850,284 72,245
Health and welfare 582,825 790,748 686,043 104,705
Recreation and culture 57,100 57,100 50,000 7,100
Other 482,372 219,357 200,478 18,879
Total expenditures 8,484,878 8,593,315 8,294,874 298,441
Revenues over (under) expenditures (5,311) 135,235 387,511 252,276
Other financing sources (uses)
Transfers in 658,856 658,895 595,904 (62,991)
Transfers out (637,545) (778,130) (640,149) 137,981
Total other financing sources (uses) 21,311 (119,235) (44,245) 74,990
Net change in fund balance 16,000 16,000 343,266 327,266
Fund balance, beginning of year 1,487,504 1,487,504 1,487,504 -
Fund balance, end of year $ 1503504 $ 1503504 $ 1,830,770 $ 327,266

The accompanying notes are an integral part of these basic financial statements.
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COUNTY OF CHEBOYGAN

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN
FUND BALANCE - BUDGET AND ACTUAL - STATE SHARED REVENUE RESERVE

FOR THE YEAR ENDED DECEMBER 31, 2004

Revenues
Taxes

Total revenues
Other financing sources (uses)
Transfers out
Transfers in
Total other financing sources (uses)
Net change in fund balance

Fund balance, beginning of year

Fund balance, end of year

Variance With
Final Amended

Final Budget
Original Amended Positive
Budget Budget Actual (Negative)
- $ 1835892 $ 1,835,892
- 1,835,892 1,835,892
(400,000) (284,371) 115,629
400,000 - (400,000)
- (284,371) (284,371)
- 1,551,521 1,551,521

$ 1551521 $§ 1551521

The accompanying notes are an integral part of these basic financial statements.
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COUNTY OF CHEBOYGAN

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN
FUND BALANCE - BUDGET AND ACTUAL - HOUSING COMMISSION

FOR THE YEAR ENDED DECEMBER 31, 2004

Variance With
Final Amended
Final Budget
Original Amended Positive
Budget Budget Actual (Negative)
Revenues

Federal $ 261,111 % 261,111 $ 246,145 % (14,966)

Interest 1,000 1,000 745 (255)

Other 90,958 90,958 28,906 (62,052)
Total revenues 353,069 353,069 275,796 (77,273)
Expenditures

Health and welfare 440,510 440,510 256,480 184,030
Revenues over (under) expenditures (87,441) (87,441) 19,316 106,757
Other financing sources (uses)

Transfers in 140,958 140,958 - (140,958)
Net change in fund balance 53,517 53,517 19,316 (34,201)
Fund balance, beginning of year 113,077 113,077 113,077 -
Fund balance, end of year $ 166,594  $ 166,594 $ 132,393 % (34,201)

The accompanying notes are an integral part of these basic financial statements.
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COUNTY OF CHEBOYGAN

STATEMENT OF NET ASSETS
PROPRIETARY FUNDS

DECEMBER 31, 2004

ASSETS
Current assets
Cash and cash equivalents
Accounts receivable
Interest receivable
Taxes receivable
Prepaid items and inventory

Total current assets

Restricted cash
Property and equipment,
net of accumulated depreciation

Total assets

LIABILITIES
Current liabilities
Accounts payable
Accrued expenses

Total current liabilities

Long-term liabilities
Advances from other funds
Advances from other

governmental units

Total long-term liabilities
Total liabilities

NET ASSETS
Invested in capital assets
Restricted
Capital improvements
Tax administration
Unrestricted

Total net assets

Delinquent Non-Major
Tax Enterprise
Marina Revolving Funds Totals

$ 41,209 % 4520665 $ 410,078 % 4,971,952
- 36,349 55,888 92,237
- 162,784 - 162,784
- 986,949 - 986,949
20,735 - - 20,735
61,944 5,706,747 465,966 6,234,657
329,211 - - 329,211
1,258,392 - 397,839 1,656,231
1,649,547 5,706,747 863,805 8,220,099
- - 39,353 39,353
679 - - 679
679 - 39,353 40,032
- - 52,285 52,285
- - 30,000 30,000
- - 82,285 82,285
679 - 121,638 122,317
1,258,392 - 397,839 1,656,231
329,211 - - 329,211
- 6,475 - 6,475
61,265 5,700,272 344,328 6,105,865
$ 1,648,868 $ 5,706,747 $ 742167 $ 8,097,782

The accompanying notes are an integral part of these basic financial statements.
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COUNTY OF CHEBOYGAN

STATEMENT OF REVENUES, EXPENSES AND CHANGES IN
NET ASSETS - PROPRIETARY FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2004

Operating revenues
Charges for services
Interest received on delinquent taxes
State revenue - operations
Federal revenue - operations
Total operating revenues
Operating expenses
Recreation
Other
Total operating expenses
Operating income (loss)
Non-operating revenues (expenses)
Interest expense
Interest income
Total non-operating revenues
Income (loss) before transfers
Other financing sources (uses)
Transfers in
Transfers out
Total other financing uses
Net income (loss)
Net assets, beginning of year, as restated
Prior period adjustment

Net assets, beginning of year, as restated

Net assets, end of year

Delinquent Non-Major
Tax Enterprise
Marina Revolving Funds Totals

$ 473352  $ 120,507  $ 357,255 951,114
- 229,911 - 229,911

- - 301,462 301,462

- - 53,875 53,875

473,352 350,418 712,592 1,536,362
520,014 - - 520,014

- 14,513 694,157 708,670

520,014 14,513 694,157 1,228,684
(46,662) 335,905 18,435 307,678
- (990) - (990)

3,537 97,315 - 100,852
3,537 96,325 - 99,862
(43,125) 432,230 18,435 407,540
(2,039) (330,000) (30,000) (362,039)
(2,039) (330,000) (30,000) (362,039)
(45,164) 102,230 (11,565) 45,501
1,694,032 5,604,517 668,572 7,967,121
- - 85,160 85,160
1,694,032 5,604,517 753,732 8,052,281
$ 1648868 $ 5706747 $ 742,167 8,097,782

The accompanying notes are an integral part of these basic financial statements.
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COUNTY OF CHEBOYGAN

STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2004

Delinquent Non-Major
Tax Enterprise
Marina Revolving Funds Totals

Cash flows from operating activities

Cash collected from customers $ 473352  $ 631,596 3% 357,255 $ 1,462,203

Cash collected from other governmental units - - 324,075 324,075

Cash paid for employee wages and benefits (67,106) - (16,721) (83,827)

Cash paid for other operating and

administrative expenses (396,579) (14,513) (560,088) (971,180)

Net cash provided by (used in)

operating activities 9,667 617,083 104,521 731,271
Cash flows provided by (used in) capital

and related financing activities

Purchase of property and equipment (560) - - (560)
Cash flows from non-capital and related

financing activities

Interest payments - (990) - (990)

Advance from other funds - - 17,285 17,285

Transfer out (2,039) (330,000) (30,000) (362,039)
Net cash provided by (used in) non-capital

and related financing activities (2,039) (330,990) (12,715) (345,744)
Cash flows provided by (used in)

investing activities

Interest earnings 3,537 97,315 - 100,852

Net increase (decrease) in cash and

cash equivalents 10,605 383,408 91,806 486,379
Cash and cash equivalents, beginning of year 359,815 4,137,257 318,272 4,815,344
Cash and cash equivalents, end of year $ 370,420 $ 4,520,665 3 410,078 $ 5,301,723

Continued...

The accompanying notes are an integral part of these basic financial statements.
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COUNTY OF CHEBOYGAN

STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2004

Delinquent Non-Major
Tax Enterprise
Marina Revolving Funds Total
Reconciliation of operating income (loss)
to net cash provided by (used in)
operating activities
Cash flows from operating activities
Operating income (loss) $ (46662) $ 335905 $ 18435 $ 307,678
Adjustments to reconcile operating income (loss)
to net cash provided by (used in)
operating activities
Depreciation 66,444 116,196 182,640
Changes in operating assets and liabilities
which provided (used) cash
Accounts receivable - 6,178 (31,262) (25,084)
Interest receivable 103,858 - 103,858
Taxes receivable 171,142 - 171,142
Prepaid items and inventory (10,502) - - (10,502)
Accounts payable - - 2,642 2,642
Accrued expenses 387 - - 387
Due to other funds - - (1,490) (1,490)
Due to other governmental units - - - -
Net cash provided by (used in)
operating activities $ 9667 $ 617,083 $ 104521 $ 731,271
Concluded

The accompanying notes are an integral part of these basic financial statements.
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COUNTY OF CHEBOYGAN

STATEMENT OF FIDUCIARY NET ASSETS
AGENCY FUNDS

DECEMBER 31, 2004

ASSETS
Cash and cash equivalents $ 702,241
LIABILITIES
Due to other governmental units $ 176,302
Undistributed receipts 197,967
Deposits payable 1,589
Court items payable 51,480
Other liabilities 274,903
Total liabilities $ 702,241

The accompanying notes are an integral part of these basic financial statements.
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COUNTY OF CHEBOYGAN

NOTES TO FINANCIAL STATEMENTS

1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A

Reporting Entity

As required by accounting principles generally accepted in the United States of
America, the financial statements of the reporting entity include those of the County
(the primary government) and its component unit. The component unit discussed
below is included in the County’s reporting entity because the County is financially
accountable for it.

Discretely Presented Component Unit - The component unit column in the
government-wide financial statements includes the financial data of the County’s
component unit, the Cheboygan County Road Commission (the “Road Commission™).
This component unit is presented in a separate column to emphasize that it is legally
separate from the County.

Commissioners of the Road Commission are elected by the voters of the County. The
Road Commission is included in the report of the County because the County has the
ability to significantly influence the Road Commission. Complete financial statements
of the component unit can be obtained directly from their administrative office at
Cheboygan County Road Commission, 5302 South Straits Highway, Indian River,
Michigan, 49747.

Multi-County Agencies

The County participates jointly in the operation of the District Health Department
Office #4 with Alpena, Presque Isle and Montmorency counties. All financial
operations of the District Health Department Office #4 are recorded in the financial
statements of Alpena County. The funding formula requires the County to provide
approximately 30% of the budget appropriation requirement, which amounted to
$222,345 for the year ended December 31, 2004. This expenditure was made from the
General Fund.

The County participates in the North Country Community Mental Health Authority (the
“Authority”) with Charlevoix, Otsego, Emmet, Kalkaska and Antrim counties.
Financial statements for the Authority can be obtained from the Authority. The County
contributed $111,995 for the year ended December 31, 2004. This expenditure was
made from the General Fund.
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COUNTY OF CHEBOYGAN

NOTES TO FINANCIAL STATEMENTS

Regional Joint Operations

The County contributes annually to the Cheboygan Airport Authority. The Cheboygan
Airport Authority operates with a separate treasurer. The County’s contribution for the
year ended December 31, 2004 was $50,000. Financial statements for the Cheboygan
Airport Authority may be obtained through the Cheboygan County Airport,
1520 Levering Road, Cheboygan, Michigan, 49721.

The County, together with Charlevoix and Emmet counties, has jointly established the
C.C.E. Central Dispatch Authority (the “C.C.E.”), which is a Michigan municipal body
formed by, and on behalf of participating municipalities located within the counties of
Charlevoix, Cheboygan and Emmet, through the auspices of the Inter-governmental
Contracts Between Municipalities Act, Urban Cooperation Act, and Emergency
Telephone Service Enabling Act. The County is required to contribute annually to the
operations of the C.C.E. The funding formula, which is reviewed every five years, calls
for each County to provide 20% of the required funding (total 60% for the three
counties), plus their prorata share of the remainder, based on telephone lines. The
County’s share for the year ended December 31, 2004 was $359,734. The purpose of
the C.C.E. is to centralize the dispatch of emergency service responders in the three
county areas. Financial statements for the C.C.E. may be obtained through C.C.E.
Central Dispatch Authority, P.O. Box 866, Petoskey, Michigan, 49770.

Government-wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and the
statement of changes in net assets) report information on all of the nonfiduciary
activities of the primary government and its component unit. For the most part, the
effect of interfund activity has been removed from these statements. Governmental
activities, which normally are supported by taxes and intergovernmental revenues, are
reported separately from business-type activities, which rely to a significant extent on
fees and charges for support. Likewise, the primary government is reported separately
from the legally separate component unit for which the primary government is
financially accountable.

The statement of activities demonstrates the degree to which the direct expenses of a
given function or segment are offset by program revenues. Direct expenses are those
that are clearly identifiable with a specific function or segment. Program revenues
include 1) charges to customers or applicants who purchase, use, or directly benefit
from goods, services, or privileges provided by a given function or segment and 2)
grants and contributions that are restricted to meeting the operational or capital
requirements of a particular function or segment. Taxes and other items not properly
included among program revenues are reported instead as general revenues.

-19-



COUNTY OF CHEBOYGAN

NOTES TO FINANCIAL STATEMENTS

Separate financial statements are provided for governmental funds, proprietary funds,
and fiduciary funds, even though the latter are excluded from the government-wide
financial statements. Major individual governmental funds and major individual
enterprise funds are reported as separate columns in the fund financial statements.

The County reports the following major governmental funds:

The General Fund is the County’s primary operating fund. It accounts for all financial
resources of the general government, except those required to be accounted for in
another fund.

The State Revenue Sharing Reserve Fund accounts for the state mandated property tax
reserve.

The Housing Commission Fund accounts for the operations of County-operated
housing.

The Inverness Township Sewer Debt Service Fund accounts for the activity related to
the Rural Development Loan.

The County reports the following major enterprise funds:
The Marina Fund accounts for the operations of the County-owned marina.

The Delinquent Tax Revolving Fund accounts for the activities involved in collecting
delinquent property taxes.

Additionally, the County reports the following fund types:

Special Revenue Funds. These funds account for revenue sources that are legally
restricted to expenditures for specific purposes not including major capital projects.

Enterprise Funds. These funds account for the County’s business-type operations that
provide services to residents of the County for a fee.

Agency Funds. These funds account for assets held for other governments and
employees in an agency capacity.
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COUNTY OF CHEBOYGAN

NOTES TO FINANCIAL STATEMENTS

Measurement Focus, Basis of Accounting, and Financial Statement Presentation

Government-wide, Proprietary and Fiduciary Fund Financial Statements. The
government-wide, proprietary and fiduciary fund financial statements are reported
using the economic resources measurement focus and the accrual basis of accounting,
except for agency funds which do not have a measurement focus. Revenues are
recorded when earned and expenses are recorded at the time liabilities are incurred,
regardless of when the related cash flows take place.

Proprietary fund operating revenues, such as charges for services, result from exchange
transactions associated with the principal activity of the fund. Exchange transactions
are those in which each party receives and gives up essentially equal values.
Nonoperating revenues, such as subsidies and investment earnings, result from
nonexchange transactions or ancillary activities.

Nonexchange transactions, in which the County gives (or receives) value without
directly receiving (or giving) equal value in exchange, include property taxes, grants
and donations. On an accrual basis, revenue from property taxes is recognized in the
fiscal year for which the taxes are levied. Revenue from grants and donations is
recognized in the fiscal year in which all eligibility requirements have been satisfied.

Private-sector standards of accounting and financial reporting issued prior to December
1, 1989, generally are followed in both the government-wide and proprietary fund
financial statements to the extent that those standards do not conflict with or contradict
guidance of the Governmental Accounting Standards Board. Governments also have
the option of following subsequent private-sector guidance for their business-type
activities and enterprise funds, subject to this same limitation. The government has
elected not to follow subsequent private-sector guidance.

Proprietary funds distinguish operating revenues and expenses from non-operating
items. Operating revenues and expenses generally result from providing services and
producing and delivering goods in connection with a proprietary fund’s principal
ongoing operations. The principal operating revenues of the County enterprise funds,
are charges to customers for sales and services. Operating expenses for enterprise
funds include the cost of sales and services, administrative expenses, and depreciation
on capital assets. All revenues and expenses not meeting this definition are reported as
non-operating revenues and expenses.
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Governmental Fund Financial Statements. Governmental funds are reported using the
current financial resources measurement focus and the modified accrual basis of
accounting.  Under this method, revenues are recognized when measurable and
available. The County considers all revenues reported in the governmental funds to be
available if they are collected within 60 days of the end of the current fiscal year, or
within one year for reimbursement type grants. Property taxes, state revenue and
interest are considered to be susceptible to accrual.

Expenditures are recorded when the related fund liability is incurred, except for
principal and interest on general long-term debt, compensated absences, and claims and
judgments, which are recognized as expenditures to the extent they have matured.
General capital asset acquisitions are reported as expenditures in governmental funds.
Proceeds of general long-term debt and acquisitions under capital leases, if any, are
reported as other financing sources.

Amounts reported as program revenues include 1) charges to customers or applicants
for goods, services, or privileges provided, 2) operating grants and contributions, and 3)
capital grants and contributions, including special assessments. Internally dedicated
resources are reported as general revenues rather than as program revenues. Likewise,
general revenues include all taxes.

When both restricted and unrestricted resources are available for use, it is the
government’s policy to use restricted resources first, then unrestricted resources as they
are needed.

Assets, Liabilities and Equity
1. Deposits and Investments

The County maintains an investment pool for all County funds. Each fund’s
portion of the investment pool is displayed on the statement of net assets/balance
sheet as “Cash and Cash Equivalents.” The agency funds cash resources are
invested separately as required by law.

The County’s cash and cash equivalents are considered to be cash on hand, demand
deposits and short-term investments with original maturities of three months or less
from the date of acquisition.

State statutes authorize the County to deposit in the accounts of federally insured
banks, credit unions and savings and loan associations and to invest in obligations
of the U.S. Treasury, certain commercial paper, repurchase agreements, bankers
acceptances, and mutual funds composed of otherwise legal investments.
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2. Receivables and Payables
All receivables are reported at their gross value.

Activity between funds that are representative of lending/borrowing arrangements
outstanding at the end of the fiscal year are referred to as either “due to/from other
funds” (i.e., the current portion of interfund loans) or “advances to/from other
funds” (i.e., the non-current portion of interfund loans). All other outstanding
balances between funds are reported as “due to/from other funds.” Any residual
balances outstanding between the governmental activities and business-type
activities are reported in the government-wide financial statements as “internal
balances”.

3. Property Taxes

Public Act 357 of 2004 provides a funding mechanism to serve as a substitute to
county revenue sharing payments. This substitute funding mechanism involves a
gradual shift of county property tax millage from a winter tax levy to a summer tax
levy and additionally, required the establishment of a restricted fund known as the
Revenue Sharing Reserve Fund.

Through 2004, the County property tax was levied each December 1 on the
assessed valuation of property located in the County as of the preceding December
31. On December 1, the assessment was an enforceable lien on property and is
payable by the last day of the following February. Assessed values are established
annually by the County and are equalized by the State of Michigan at an estimated
50% of current market value.

By resolution of the Board of Commissioners, the County Treasurer purchases at
face value, the real property taxes receivable from other local units which were
returned delinquent each March 1. Subsequent collections of these receivables
were used to liquidate the amounts due the General Fund and various other funds
for current operations.

4. Prepaid Items and Inventories
Prepaid items consist of certain payments to vendors which reflect costs applicable
to future accounting periods and are recorded as prepaid items in both the

government-wide and fund financial statements.

All inventories are valued at cost using the first-in/first-out (FIFO) method.
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5. Restricted Assets
Certain resources are set aside for expansion at the County-owned marina and are
classified as restricted assets on the Statement of Net Assets because their use is
limited to fund capital improvements at the marina.

6. Capital Assets

Primary Government

Capital assets, which include property, plant, and equipment, are reported in the
applicable governmental or business-type activities columns in the
government-wide financial statements. The County defines capital assets as: assets
with an initial, individual cost of more than $5,000 and an estimated useful life in
excess of one year. Such assets are recorded at historical cost or estimated
historical cost if purchased or constructed. Donated capital assets are recorded at
estimated fair value at the date of donation.

The costs of normal maintenance and repairs that do not add to the value of the
asset or materially extend assets lives are not capitalized.

Major outlays for capital assets and improvements are capitalized as projects are
constructed. Interest incurred during the construction phase of capital assets of
business-type activities, if any, is included as part of the capitalized value of the
assets constructed. No such interest expense was incurred during the current fiscal
year.

Capital assets of the primary government are depreciated using the straight-line
method over the following estimated useful lives:

Years
Building and improvements 15-40
Land improvements 10-40
Machinery and equipment 5-10
Transportation equipment 4-7
Docks 5-40

-24-



COUNTY OF CHEBOYGAN

NOTES TO FINANCIAL STATEMENTS

Component Unit

Capital assets, which include property, plant, equipment, and infrastructure, are
reported in the government-wide (statement of net assets) financial statements.
Capital assets for land, buildings and improvements and all equipment except road
equipment are defined by the Road Commission as assets with estimated useful
lives in excess of two years. No minimum cost is used to record equipment capital
assets. Such assets are recorded at historical cost or estimated historical cost if
purchased or constructed. Donated capital assets are recorded at estimated fair
market value at the date of donation. The costs of normal maintenance and repairs
that do not add to the value of the asset or materially extend asset lives are not
capitalized. Capital assets are recorded in the governmental fund statements as
capital expenditures at the time of purchase.

Depreciation is computed on the sum-of-the-year digits method for road equipment,
and straight-line method for all other capital assets over the estimated useful life of
the related asset. The estimated useful lives are as follows:

Years
Buildings and improvements 40
Equipment 5-8
Roads 8-30
Bridges 25-50

Infrastructure is reported retrospectively from 1980, except for right-of-ways and
bridges which are required to be reported despite of the date of purchase. Roads are
removed from the capital assets at the time the group of individually recorded roads
has been fully depreciated.

Depletion is calculated as the amount of prorated cost or other indicated value
assigned to the extracted portion of a natural resource (gravel).

Deferred Revenue
Governmental funds report deferred revenue in connection with receivables for
revenues that are not considered to be available to liquidate liabilities of the current

period. At the end of the current fiscal year, deferred revenue reported in the
governmental funds was $8,363,201.
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Deferred revenues relate primarily to the Inverness Township Sewer Expansion
Project lease receivable, which will be collected over the life of the loan (see Note
3B) and the 2005 property taxes assessed on December 31, 2003 (lien date), which
are levied on December 1, 2004, and are to be collected principally in February
2005. These taxes have been recorded as a receivable and as deferred revenue at
December 31, 2004 since they are not available to finance expenditures until 2005.

8. Compensated Absences

It is the County’s policy to permit employees to accumulate earned but unused sick
and vacation time benefits, subject to certain limitations. All sick and vacation time
pay is accrued when incurred in the government-wide statements. A liability for
these amounts is reported in governmental funds only if they have matured, for
example, as a result of employee resignations or retirements.

9. Long-term Obligations

In the government-wide financial statements, and proprietary fund types in the fund
financial statements, long-term debt and other long-term obligations are reported as
liabilities in the applicable governmental activities, business-type activities, or
proprietary fund type statement of net assets.

In the fund financial statements, governmental funds report the face amount of debt
issued as other financing sources.

10. Fund Equity

In the fund financial statements, governmental funds report reservations of fund
balance for amounts that are not available for appropriation or are legally restricted
by outside parties for use for a specific purpose. Designations of fund balance
represent tentative management plans that are subject to change.

2. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

A

Budgetary Information
Annual budgets are adopted on a basis consistent with accounting principles generally

accepted in the United States of America for the General and special revenue funds.
All annual appropriations lapse at fiscal year end.
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3.

In October of each year, the Finance Director and Administrator prepare a budget based
on appropriation requests from each department within the County. In November of
each year, the proposed budget is presented to the County Board of Commissioners for
review. The Board holds public hearings and a final budget must be prepared and
adopted no later than December 31. The County Administrator may make transfers of
appropriations up to $5,000. Transfers of appropriations greater than $5,000 require the
approval of the Board. The legal level of budgetary control is the function level.

Excess of Expenditures Over Appropriations in Budgetary Funds

P.A. 621 of 1978 as amended, provides that a local unit shall not incur expenditures in
excess of the amount appropriated.

In the body of the financial statements, the County’s actual expenditures and budgeted
expenditures for the budgetary funds have been shown on the functional basis. The
approved budgets of the County for the budgetary funds were adopted at the function
level for the General Fund and each special revenue fund.

DETAILED NOTES ON ALL FUNDS

A

Deposits and Investments

Following is a reconciliation of deposit and investment balances as of December 31,
2004:

Primary Component
Government Unit Total
Statement of Net Assets
Cash and cash equivalents $ 7,253,195 $ 960,678 $ 8,213,873
Restricted assets 336,461 - 336,461

Total Statement of Net Assets $ 7589656 $ 960,678

Statement of Fiduciary Net Assets

Cash and cash equivalents 702,241
Total 252,57
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At year end, the carrying amount of deposits was $9,181,291. The bank balance was
$10,724,157. Of the bank balance, $888,847 was covered by Federal Depository
Insurance Corporation (FDIC). The remaining balance of $9,835,310 was uninsured
and uncollateralized.

The County believes that due to the dollar amounts of cash deposits and the limits of
FDIC insurance, it is impractical to insure all bank deposits. As a result, the County
evaluates each financial institution with which it deposits County funds and assesses
the level of risk of each institution; only those institutions with an acceptable estimated
risk level are used as depositories.

The Road Commission, at December 31, 2004, held $71,284 in a financial institution
investment pool that is not evidenced by securities that exist in physical or book entry
form. The investment pool account is registered with the Securities and Exchange
Commission and the fair value of the County’s portion in the investment pool is the
same as the value of the investment pool shares. The investment pool has the general
characteristics of demand deposit accounts in that the County may deposit additional
cash at any time and effectively may withdraw cash at any time without prior notice or
penalty. The investment pool is included with cash and cash equivalents in the
accompanying financial statements and is recorded at cost which approximates fair
value.

Receivables
The composition of receivables is as follows as of December 31, 2004:

Governmental Business-type Component

Activities Activities Unit

Accounts receivable $ 11,955 $ 36,349 % 368
Interest receivable - 162,784 -
Taxes receivable 6,004,084 986,949 -
Due from other

governmental units 484,984 55,888 1,032,322
Lease receivable, due in 1 year 40,000 - -
Lease receivable,

due in more than 1 year 3,192,000 - -
Loans receivable, due in 1 year 10,000 - -
Loans receivable,

due in more than 1 year 950,484 - -
Receivables $10,693507 $ 1241970 $ 1,032,690
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Lease Receivable

On December 10, 2002 the County borrowed $3,419,000 from the United States
Department of Housing and Urban Development (HUD) under the provisions of the
Consolidated Farm and Rural Development Act (7 U.S.C. 1921 et seq.) for the
development of a sewer extension in Inverness Township.

On May 1, 2002, Inverness Township entered into a contract with the County. This
contract provides among other things that the County will finance a portion of this
project in anticipation of sufficient payments to be made by the Township to pay the
principal and interest on the loan. The outstanding lease receivable recorded in the
accompanying basic financial statements is offset by deferred revenue because it is not
available for use by the County. The loan consists of a series of notes ranging in
amounts of $40,000 to $100,000, with maturity dates from September 1, 2005 to
September 1, 2024 with interest charged at 4.625%.

The Township has pledged its full faith and credit for the repayment of the loan.
Neither the full faith and credit nor the taxing power of the County is pledged for the
payment of the notes; therefore, the debt has not been recorded in the accompanying
basic financial statements.

Capital Assets

Capital assets activity was as follows for the year ended December 31, 2004:

Primary Government

Beginning Ending
Balance Increases  Decreases Balance

Governmental activities
Capital assets not being

depreciated — land $ 3,218,280 $ - $ - $ 3,218,280
Capital assets being depreciated

Buildings and improvements 6,551,364 132,920 - 6,684,284

Land improvements 35,067 - - 35,067

Machinery and equipment 594,642 48,060 - 642,702

Transportation equipment 384,065 39,564 - 423,629
Total capital assets being

depreciated 7,565,138 220,544 - _ 7,785,682
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Beginning Ending
Balance  Increases  Decreases Balance
Less accumulated depreciation for
Buildings and improvements  $(2,775,694) $ (178,004) $ - $(2,953,698)
Land improvements (3,312) (2,338) - (5,650)
Machinery and equipment (251,035) (86,098) - (337,133)
Transportation equipment (175,293) (87,344) - (262,637)
Total accumulated depreciation _(3,205,334) _ (353,784) - _(3,559,118)
Total capital assets being
depreciated, net 4,359,804 (133,240) - 4,226,564
Governmental activities
capital assets, net $ 7578,084 $ (133,240) $ - $ 7444844
Business-type activities
Capital assets being
depreciated
Buildings and improvements $ 539,312 $ - $ - $ 539,312
Land improvements 912,704 - - 912,704
Machinery and equipment 86,001 560 (1,061) 85,500
Transportation equipment 693,197 - - 693,197
Docks 477,110 - - 477,110
Total capital assets being
depreciated 2,708,324 560 (1,061) _ 2,707,823
Less accumulated depreciation for
Buildings and improvements (211,272) (17,976) - (229,248)
Land improvements (237,756) (29,502) - (267,258)
Machinery and equipment (44,419) (11,265) 1,061 (54,623)
Transportation equipment (196,942)  (111,639) - (308,581)
Docks (179,624) (12,258) - (191,882)
Total accumulated depreciation (870,013) _ (182,640) 1,061 _(1,051,592)
Business-type activities
capital assets, net $1838311 $ (182.080)¢ - $ 1,656,231
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Depreciation expense was charged to functions/programs of the primary government as
follows:

Governmental activities

Judicial $ 16,419
General government 138,794
Public safety 143,346
Health and welfare 40,100
Recreation and culture 15,125

Total depreciation expense — governmental activities $ 353,784

Business-type activities

Marina $ 66,444
Straits Area Regional Ride 116,196

Total depreciation expense — business-type activities $ 182,640

Component Unit — Road Commission

Capital assets activity was as follows for the Road Commission for the year ended
December 31, 2004:

Beginning Ending
Balance Increases  Decreases _Balance
Capital assets, not being
depreciated
Land $ 141355 $ 117,400 $ - $ 258,755
Land improvements 6,353,621 547,970 - 6,901,591
Right of ways 83,182 4,126 - 87,308
Construction-in-process - 18,837 - 18,837
Total capital assets, not
being depreciated 6,578,158 688,333 - _ 7,266,491
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Capital assets, being
depreciated

Beginning
Balance

Increases

Decreases

Ending
Balance

Buildings and improvements $ 863,717 $ 2,515,900 $ (127,811) $ 3,251,806

Road equipment
Shop equipment
Office equipment
Engineering equipment
Yard and storage
Infrastructure
Roads
Bridges
Depletable assets
Gravel pits
Total capital assets,
being depreciated

Less accumulated
depreciation for
Buildings and
improvements
Road equipment
Shop equipment
Office equipment
Engineering equipment
Yard and storage
Infrastructure
Roads
Bridges
Depletable assets

Total accumulated
depreciation

Total capital assets, being
depreciated, net

Capital assets, net

6,232,339 221,415  (39,019) 6,414,735
98,397 135,552 (2,410) 231,539
76,341 5,533 (2,019) 79,855
58,972 1,254 - 60,226
134,369 100,229  (40,374) 194,224

9,237,055 1,409,065 - 10,646,120

4,459,071 282,996  (20,630) 4,721,437
27,085 - - 27,085

21,187,346 _ 4,671944 _ (232,263) 25,627,027
(738,629) (50,075) 123,349  (665,355)

(4,490,798)  (657,976) 39,019 (5,109,755)
(78,532) (4,852) 2,401 (80,983)
(45,014) (9,346) 1,989 (52,371)
(50,250) (5,675) - (55,925)
(93,631) (6,945) 40,374 (60,202)

(3,403,358)  (760,483) 20,630 (4,145,211)

(1,456,309) (97,170) - (1,553,479)
(15,332) - - (15,332)

(10,371,853)  (1,592,522) 227762 (11,736,614)

10,815,493 3,079,422 (4,501) 13,890,414

$17,393,651 $ 3,767,755 $
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Accounts Payable and Accrued Expenses

The composition of accounts payable and accrued expenses is as follows as of
December 31, 2004:

Governmental Business-type Component

Activities Activities Unit
Accounts payable $ 142291 $ 39,353 $ 129,593
Accrued expenses 89,316 679 192,040
Due to other governmental units 63,034 - 1,961

Total payables and accrued expenses $ 294641 $ 40,032 $ 323,594

The Road Commission has advances of $488,456 from the State of Michigan for
working capital and equipment purchases under a road maintenance contract with the
Michigan Department of Transportation. Advances are adjusted annually by the state
and must be repaid if contract is cancelled.

Interfund Receivables, Payables and Transfers

Individual fund interfund receivable and payable balances are as follows at December
31, 2004:

Due To Other Funds

State

Revenue Nonmajor

Sharing Housing Governmental
Due From Other Funds __ Reserve Commission Fund Total
General Fund $ 284371 $ 29,054 $ 6,300 $ 319,725

The General Fund advanced an additional $17,285 to the Straits Area Regional Ride-
Enterprise Fund during the fiscal year ended December 31, 2004 for operational
purposes. The total outstanding advance of $52,285 has no specific repayment terms.
A reservation of fund balance is maintained in the General Fund for this advance as
shown on the governmental funds balance sheet.

These balances resulted from the time lag between the dates that (1) interfund goods

and services are provided or reimbursable expenditures occur, (2) transactions are
recorded in the accounting system and (3) payments between funds are made.
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Interfund transfers consisted of the following for the year ended December 31, 2004:

Transfer in
Nonmajor
General  Governmental
Transfers out Funds Funds Total
General Fund $ - $ 640,149 $ 640,149
Delinquent Tax Revolving Fund 300,000 30,000 330,000
State Revenue Sharing Reserve 284,371 - 284,371
Marina 2,039 - 2,039
Nonmajor Fund — Governmental 9,494 10,745 20,239
Nonmajor Fund — Enterprise - 30,000 30,000
Total operating transfers $ 595904 $ 710894 $ 1,306,798

Transfers are used to (1) move revenues from the fund that is required to collect them
to the fund that is required or allowed to expend them or (2) use unrestricted revenues
collected in the General Fund to finance various programs accounted for in other funds
in accordance with budgetary authorizations.

Long-term Debt

A summary of long-term debt and transactions related thereto is as follows for the year
ended December 31, 2004:

Balance Balance Due
January 1, December 31, Within
2004 Additions (Reductions) 2004 1 Year

Primary Government

Installment  purchase
contract with Citizens
National Bank maturing
in fiscal 2007 with
annual payments
ranging from $110,000
to  $140,000  plus
interest ranging from
4.65% to0 4.90%. $ 510,000 $ - $(110,000) $ 400,000 $120,000
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Capitalized lease
contract with Central
State Auto Leasing
maturing in fiscal 2005
with annual payments
ranging from $35,273
to $39,562 including
interest at 5.75%.

Capitalized lease
contracts with Central
State Auto Leasing
maturing in fiscal 2004
through 2007  with
quarterly payments of
$3,252 including
interest ranging from
5.75% to 9.00%.

Installment  purchase
contract with GMAC
maturing in fiscal 2005
with monthly payments
of $548 including
interest  charged at
5.75%.

Liability for accrued
compensated absences.

Total primary
government long-term
debt

Balance
January 1,

Balance Due
December 31, Within

2004 Additions (Reductions) 2004 1 Year

$ 73206 $ - $ (35273) $ 37,933 $ 37,933
21,110 - (10,021) 11,089 4,752
8,422 - (6,255) 2167 2,167

351,779 - (99.476) _ 252,303 _ 6,924
$ 964,517 $ - $ (261,025) $ 703,492 $171.776
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Balance Balance Due
January 1, December 31, Within
2004 Additions (Reductions) 2004 1 Year

Component unit

2004 MTF Bonds

maturing serially
through fiscal 2029 in
annual payments

ranging from $55,000
to $195,000 including
interest ranging from
3.00% to 4.75%. $ - $3,060,000 $ - $3,060,000 $ 55,000

Liability for accrued
compensated absences. 294,882 32,728 - 327,610 -

Total component unit

long-term debt $ 294,882 $3,092,728 $ - $3,387,610 $ 55,000

For the primary government, compensated absences are generally liquidated by the
General Fund.

Annual debt service requirements to maturity for the above obligations except for the
liability for accrued compensated absences is as follows at December 31, 2004:

Primary Government Component Unit
Principal Interest Principal Interest

2005 $ 164,852 $ 19,230 $ 55000 $ 157,916

2006 145,033 10,478 85,000 124,068
2007 141,304 3,449 85,000 121,518
2008 - - 90,000 118,892
2009 - - 90,000 116,192
2010-2014 - - 485,000 532,912
2015-2019 - - 575,000 429,814
2020-2024 - - 710,000 292,084
2025-2029 - - 885,000 109,011

451,189 $ 33,157 $3,060,000 $ 2,002,407
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4.

Total interest expense for the County for the year was $27,564. The component unit did
not have any interest expense during the year ended December 31, 2004.

The County has guaranteed the component unit debt by pledging its full faith and
credit.

OTHER INFORMATION

A

Defined Benefit Pension Plan

Primary Government

Plan Description

The County’s defined benefit pension plan provides retirement and disability benefits,
annual cost-of-living adjustments and death benefits to plan members and beneficiaries.
The County participates in the Municipal Employees Retirement System of Michigan
(MERS), an agent multiple-employer plan administered by the MERS Retirement
Board. Act No. 427 of the Public Acts of 1984, as amended, establishes and amends
the benefit provisions of the participants in MERS. The Municipal Employees
Retirement System of Michigan issues a publicly available financial report that includes
financial statements and required supplementary information for MERS. That report
may be obtained by writing to the Municipal Employees Retirement System of
Michigan, 447 N. Canal Road, Lansing, Michigan, 48917 or by calling (800) 767-6377.

Funding Policy

The County is required to contribute at an actuarially determined rate; the current rate
ranges from 6.91% to 7.72% of annual covered payroll depending on the valuation
division. Employees are currently required to contribute 3% to 3.5% depending on the
valuation division. The contribution requirements of the County are established and
may be amended by the Retirement Board of MERS. The contribution requirements of
plan members, if any, are established and may be amended by the County, depending
on the MERS contribution program adopted by the County.
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Annual Pension Cost

For the year ended December 31, 2004, the County’s annual pension cost of $311,922
for MERS was equal to the County’s required and actual contributions. The required
contribution was determined as part of the December 31, 2000 actuarial valuation using
the entry age actuarial cost method. The actuarial assumptions included (a) a rate of
return on the investment of present and future assets of 8.0%, (b) projected salary
increases on 4.5% per year compounded annually, attributable to inflation, and (c)
additional projected salary increases of 0.0% to 4.16% per year, depending on age,
attributable to seniority/merit. The actuarial value of MERS assets was determined on
the basis of a valuation method that assumes the fund earns the expected rate of return,
and includes an adjustment to reflect fair value. The County’s unfunded actuarial
accrued liability is being amortized as a level percentage of projected payroll on an
open basis. The remaining amortization period at December 31, 2002, the date of the
latest actuarial valuation, was 30 years.

Six-Year Trend Information

Fiscal Annual Percentage Net
Year Pension of APC Pension
Ending Cost (APC) Contributed Obligation
12/31/99 $ 187,183 100% $ -
12/31/00 198,957 100% -
12/31/01 193,724 100% -
12/31/02 234,612 100% -
12/31/03 264,155 100% -
12/31/04 311,922 100% -
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Schedule of Funding Progress

UAAL as a
Actuarial  Actuarial Actuarial Accrued Unfunded Percentage
Valuation  Value of Liability (AAL) AAL Funded Covered of Covered
Payroll Assets -Entry Age (UAAL) Ratio Payroll  Payroll
Date (a) (b) (b-a) (a/b) (c) ((b-a)/c)
12/31/98 $ 5,866,678  $ 6,165,056 $ 298,378 95% $ 1,896,889 16%
12/31/99 6,856,359 6,967,384 111,025 98% 2,775,625 4%
12/31/00 7,655,485 7,746,033 90,548 99% 3,018,266 3%
12/31/01 8,361,050 9,011,773 650,723 93% 3,253,615 20%
12/31/02 8,780,989 9,811,927 1,030,938 89% 3,545,329 29%
12/31/03 9,610,030 10,560,012 949,982 91% 3,551,184  27%

Component Unit

Plan Description

The Road Commission’s defined benefit pension plan provides retirement and
disability benefits, annual cost-of-living adjustments and death benefits to plan
members and beneficiaries. The Road Commission participates in the Municipal
Employees Retirement System of Michigan (MERS), an agent multiple-employer plan
administered by the MERS Retirement Board. Act No. 427 of the Public Acts of 1984,
as amended, establishes and amends the benefit provisions of the participants in MERS.
The Municipal Employees Retirement System of Michigan issues a publicly available
financial report that includes financial statements and required supplementary
information for MERS. That report may be obtained by writing to the Municipal
Employees Retirement System of Michigan, 447 N. Canal Road, Lansing, Michigan,
48917 or by calling (800) 767-6377.

Funding Policy

The Road Commission is required to contribute at actuarially determined rates of
16.79% for general employees and 43.16% for salaried employees. The Plan requires
general employees to contribute 4.36% of their annual compensation with 0% to 2%
required for salaried and supervisory employees. The contribution requirements of the
Road Commission are established and may be amended by the Retirement Board of
MERS. The contribution requirements of plan members, are established and may be
amended by the Road Commission, depending on the MERS contribution program
adopted by the Road Commission.
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Annual Pension Cost

For the year ended December 31, 2004, the Road Commission’s annual pension cost of
$432,047 for MERS was equal to the Road Commission’s required and actual
contributions.

The required contribution was determined as part of the December 31, 2002 actuarial
valuation using the entry age actuarial cost method. The actuarial assumptions included
(a) a rate of return on the investment of present and future assets of 8.0%, (b) projected
salary increases of 4.5% per year compounded annually, attributable to inflation, and
(c) projected salary increases depending on age and attributable to seniority/merit. The
actuarial value of MERS assets was determined on the basis of a valuation method that
assumes the fund earns the expected rate of return, and includes an adjustment to reflect
fair value. The Commission’s unfunded actuarial accrued liability is being amortized
as a level percentage of projected payroll on an open basis. The remaining amortization
period at December 31, 2002, the date of the latest valuation, was 30 years.

Trend Information

Fiscal Annual Percentage Net
Year Pension of APC Pension
Ending Cost (APC) Contributed Obligation
12/31/00 $ 274,341 100% $ -
12/31/01 257,346 100% -
12/31/02 344,876 100% -
12/31/03 450,361 100% -
12/31/04 432,047 100% -
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Schedule of Funding Progress

UAAL as a
Actuarial  Actuarial Actuarial Accrued Unfunded Percentage
Valuation  Value of Liability (AAL) AAL Funded Covered of
Payroll Assets -Entry Age (UAAL) Ratio Payroll  Covered
Date (a) (b) (b-a) (a/b) (c) ((b-a)/c)

12/31/99 $ 6,624,652 $ 8,539,949 $ 1915297 78% $ 1,456,398 132%
12/31/00 7,170,957 10,074,444 2,903,487 71% 1,772,919 164%
12/31/01 7,579,105 10,925,778 3,346,673 69% 1,829,913 183%
12/31/02 7,669,330 11,695,052 4,025,722 66% 1,934,672 208%
12/31/03 8,117,500 12,858,596 4,741,096 63% 1,866,822 254%

In addition to the pension benefits described above, the Road Commission provides
post-employment healthcare to eligible employees who retire on or after attaining
retirement age with at least ten years of service. Related expenditures are recognized
on a pay-as-you-go basis. For the year ended December 31, 2004, these costs
amounted to $306,734 with 34 eligible participants.

B. Risk Management

Primary Government

The County participates as a member in the Michigan Municipal Risk Management
Authority (the “Authority”). The Authority is a municipal self-insurance entity
operating pursuant to the State of Michigan Public Act 138 of 1982. The purpose of the
Authority is to administer a risk management fund, which provides members with loss
protection for general and auto liability, motor vehicle physical damage and property.

The Authority has entered into reinsurance agreements providing for loss coverage in
excess of the amounts to be retained by the Authority and individual members.

In the event a reinsurance company does not meet its obligation to the Authority,
responsibility for payment of any unreimbursed claims will be that of the Authority
Reinsurance Fund.

The Authority has retained certain levels of risk rather than obtaining coverage through
reinsurance agreements. The Authority established the Authority Reinsurance Fund in
order to participate in the reinsurance agreements. Individual members are provided
the same level of coverage previously afforded through a combination of the
reinsurance agreements and the Reinsurance Fund. In addition, the Authority purchases
insurance for certain risks not covered by the reinsurance agreements.
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The reinsurance agreements discussed above include provisions for minimum annual
premiums. As of December 31, 2004, the Authority had met the minimum
requirements.

The County is a “state pool member” for the self-insured retention portion of liabilities
and as such pays deductibles of only $250 per vehicle and $150 per occurrence for
property and crime coverage. The County’s annual MMRMA premium includes a fee
to participate as a “state pool member” for self-insured retention.

The County has transferred the risk of loss for workers’ compensation and health
insurance via the purchase of commercial insurance policies. Settled claims have not
exceeded coverage in any of the past three fiscal years.

Component Unit

The Road Commission is a member of the Michigan County Road Commission Self-
Insurance Pool (the “Pool”) established pursuant to the laws of the State of Michigan,
which authorize contract between municipal corporations (inter-local agreements) to
form self-insurance pools, and to prescribe conditions to the performance of these
contracts.

The Pool was established for the purpose of making a self-insurance pooling program
available for Michigan County Road Commissions which includes, but is not limited to,
general liability coverages, auto liability coverages, property insurance coverages, stop
loss insurance protection, claims administration, and risk management and loss control
services pursuant to Michigan Public Act 138 of 1982.

The Road Commission pays an annual premium to the Pool for property (buildings and
contents) coverage, automobile and equipment liability, errors or omissions liability
and bodily injury, property damage and personal injury liability. The agreement for the
formation of the Pool provides that the Pool will be self sustaining through member
premiums and will purchase both specific and aggregate stop-loss to the limits
determined necessary by the Pool board.

The Road Commission is also a member of the County Road Association Self-
Insurance Fund for worker’s compensation self-insurance. The fund is a municipal
self-insurance entity operating within the laws of the State of Michigan. The fund has
entered into reinsurance agreements providing for loss coverage in excess of amounts
retained by the fund.
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The Road Commission continues to carry commercial insurance for employee health
and accident insurance, but has opted to participate in a self-insurance program that
bases premiums on the Road Commission experience and provides for stop loss
coverage. The amount of settlement (claims) for the past three years has not exceeded
insurance coverage.

Deficit Fund Balances

The Child Care Probate Special Revenue Fund reported a deficit fund balance of
$4,593 at December 31, 2004. The deficit will be eliminated during 2005 via an
increase in the transfer received from the General Fund.

Restatement — Correction of an Error

During the year ended December 31, 2004, the beginning fund balance in the Social
Services Welfare Fund and the beginning net assets in the governmental activities were
restated to reflect a $29,226 correction of a prior period error in recording an advance
due to the State of Michigan.

During the year ended December 31, 2004, the beginning net assets balance in the
Straits Regional Ride Fund and the beginning net assets in the business-type activities

were restated to reflect a $85,160 correction of a prior period error in recording a
contribution of buses from the State of Michigan and revenue related to a grant.

*khkhkhkk
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COUNTY OF CHEBOYGAN

DETAIL SCHEDULE OF EXPENDITURES AND OTHER FINANCING USES -
BUDGET AND ACTUAL - GENERAL FUND

FOR THE YEAR ENDED DECEMBER 31, 2004

Variance With
Final Amended
Budget
Original Amended Positive
Budget Budget Actual (Negative)
Expenditures
Legislative
Board of commissioners $ 141590 $ 141590 $ 134,276 $ 7,314
Judicial
Circuit court 333,652 358,902 356,986 1,916
District court 485,196 500,304 490,414 9,890
Probate court 609,530 626,405 600,037 26,368
Jury board 7,900 7,900 6,788 1,112
Victim’s rights 51,743 52,833 49,457 3,376
Total judicial 1,488,021 1,546,344 1,503,682 42,662
General government
Elections 45,800 48,100 26,317 21,783
Administrative office 167,368 169,468 162,655 6,813
Equalization 220,595 235,955 232,632 3,323
County clerk/Register of deeds 320,843 323,543 304,182 19,361
Prosecuting attorney 471,567 481,017 466,619 14,398
County treasurer 195,572 198,122 192,875 5,247
Finance 130,362 132,912 127,403 5,509
Building and grounds 627,412 604,386 697,496 (93,110)
Drain commissioner 2,625 2,625 2,385 240
County surveyor 750 750 750 -
Cooperative extension 88,158 89,008 82,028 6,980
Soil conservation 15,332 15,332 15,125 207
Planning commission 207,320 210,945 205,391 5,554
Mapping 6,000 6,050 5,521 529
General county 396,175 397,434 348,732 48,702
Total general government 2,895,879 2,915,647 2,870,111 45,536
Public safety
Sheriff department 908,379 968,656 937,917 30,739
County jail 1,150,771 1,161,749 1,140,871 20,878
Marine safety 84,003 91,142 84,562 6,580
ORYV safety 14,078 14,078 12,139 1,939
Snowmobile safety 29,933 29,932 26,883 3,049
Secondary road patrol 147,199 153,714 142,535 11,179
Central dispatch 359,734 359,734 359,734 -
Animal control 94,644 95,174 95,169 5
Cops for kids 28,350 28,350 21,263 7,087
Civil defense 20,000 20,000 29,211 (9,211)
Total public safety 2,837,091 2,922,529 2,850,284 72,245
Continued...
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Variance With
Final Amended
Budget
Original Amended Positive
Budget Budget Actual (Negative)
Health and welfare
Health department $ 217,499  $ 222945 % 222,345 % 600
Mental health 111,995 111,995 111,995 -
LEPC 1,000 35,797 2,589 33,208
Housing 81,780 83,200 82,292 908
Medical examiner 11,481 18,561 15,787 2,774
Ambulance 70,000 70,000 70,000 -
Domestic preparedness - 154,624 98,229 56,395
Veterans services 89,070 93,626 82,806 10,820
Total health and welfare 582,825 790,748 686,043 104,705
Recreation and culture
Airport 57,100 57,100 50,000 7,100
Other
Insurance 475,050 212,035 158,156 53,879
NEMCOG 7,022 7,022 7,022 -
Contributions to other local units - - 35,000 (35,000)
Miscellaneous 300 300 300 -
Total other 482,372 219,357 200,478 18,879
Total expenditures 8,484,878 8,593,315 8,294,874 298,441
Other financing uses
Transfers to other funds
Jaws of Life 3,500 3,500 3,500 -
Friend of the Court 38,160 45,485 - 45,485
Law Library 13,225 13,225 11,000 2,225
Social Services Medical 34,700 34,700 25,473 9,227
Social Services Welfare 330,000 445,759 442,590 3,169
Child Care Probate 101,960 86,501 30,000 56,501
County Fair 26,000 33,460 33,460 -
Register of Deeds Automation 60,000 60,000 53,190 6,810
Termination Liability 30,000 30,000 30,000 -
Mapping - 25,500 10,936 14,564
Total other financing uses 637,545 778,130 640,149 137,981
Total expenditures and other financing uses $ 9122423 $ 97371445 $ 8935023 % 436,422
Concluded



COUNTY OF CHEBOYGAN

COMBINING BALANCE SHEET
NONMAJOR GOVERNMENTAL FUNDS

DECEMBER 31, 2004

Cash and cash equivalents

Taxes receivable

Accounts receivable

Due from other governmental units

Total assets

ASSETS

LIABILITIES AND FUND BALANCES

Liabilities
Accounts payable
Accrued expenses
Deferred revenue
Due to other funds
Due to other governmental units

Total liabilities
Fund balances
Designated
Capital projects
Subsequent year’s expenditures
Unreserved and undesignated

Total fund balances

Total liabilities and fund balances

-46-

Inverness

Special Township

Revenue Sewer Capital

Funds Project Total

$ 771,297 % 715 % 772,012
496,409 - 496,409
133 - 133
198,385 32,724 231,109
$ 1,466,224 $ 33,439 $ 1,499,663
$ 32,749 % 32,724 $ 65,473
11,574 - 11,574
496,409 - 496,409
6,300 - 6,300
63,034 - 63,034
610,066 32,724 642,790
- 715 715
83,162 - 83,162
772,996 - 772,996
856,158 715 856,873
$ 1,466,224 $ 33,439 $ 1,499,663




COUNTY OF CHEBOYGAN

COMBINING STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCES - NONMAJOR GOVERNMENTAL FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2004

Inverness
Special Township
Revenue Sewer Capital
Funds Project Total
Revenues
Taxes $ 478557  $ - 478,557
Federal 428,886 27,290 456,176
State 843,086 - 843,086
Contributions and donations 8,675 - 8,675
Charges for services 722,297 - 722,297
Fines and penalties 121,289 - 121,289
Interest 2,461 - 2,461
Other 461,025 - 461,025
Total revenues 3,066,276 27,290 3,093,566
Expenditures
Judicial 387,332 - 387,332
General government 474,980 - 474,980
Public safety 238,343 - 238,343
Health and welfare 2,064,973 - 2,064,973
Recreation and culture 230,552 - 230,552
Debt service
Principal 110,000 - 110,000
Interest 22,376 - 22,376
Capital outlay - 186,779 186,779
Total expenditures 3,528,556 186,779 3,715,335
Revenues over (under) expenditures (462,280) (159,489) (621,769)
Other financing sources (uses)
Loan proceeds - 160,204 160,204
Transfers in 710,894 - 710,894
Transfers out (20,239) - (20,239)
Total other financing sources 690,655 160,204 850,859
Net changes in fund balances 228,375 715 229,090
Fund balances, beginning of year, as restated 627,783 - 627,783
Fund balances, end of year $ 856,158 $ 715 856,873
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COUNTY OF CHEBOYGAN

COMBINING BALANCE SHEET
NONMAJOR SPECIAL REVENUE FUNDS

DECEMBER 31, 2004

Education
Family Convention P.A. 302 Emergency Victim’s
Counseling and Tourism Training Assistance Restitution

ASSETS
Cash and cash equivalents $ 8,126 $ - 3% 8,698 $ 14,084 3 5,315
Taxes receivable - - - - R
Accounts receivable - - - - R
Due from other governmental units - - - - R

Total assets $ 8126 $ - 8 8698 $ 14,084 $ 5,315

LIABILITIES AND FUND BALANCES

Liabilities
Accounts payable $ -3 - % - % - % R
Accrued expenses - - - - -
Deferred revenue - - - - R
Due to other funds - - - - R
Due to other governmental unts - - - - R

Total liabilities - - - - R

Fund balances
Designated for subsequent
year’s expenditures 4,000 - 600 - 5,000
Unreserved and undesignated 4,126 - 8,098 14,084 315

Total fund balances (deficit) 8,126 - 8,698 14,084 5,315

Total liabilities and fund balances $ 8,126  $ - $ 8698 % 14,084 % 5,315
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Remonumentation Gypsy Jaws of Friend of Mapping Public

Grant Moth Life SANE the Court Project Improvement
$ 18511 % 31,600 $ 11,746 % 56 $ 36,950 $ 1 8 9,697
5,352 - - 22,215 95,693 - -
$ 23,863 $ 31,600 $ 11,746 $ 22,271 $ 132,643 $ 1 $ 9,697
$ -8 -8 -8 - $ 2623 % -8 -
- - - 1,078 5,278 - -
- - - 6,300 - - -
- - - 7,378 7,901 - -
- 10,000 - - - - 9,697
23,863 21,600 11,746 14,893 124,742 1 -
23,863 31,600 11,746 14,893 124,742 1 9,697
$ 23,863 $ 31,600 $ 11,746 $ 22,271 $ 132,643 $ 1 $ 9,697

Continued...



COUNTY OF CHEBOYGAN

COMBINING BALANCE SHEET
NONMAJOR SPECIAL REVENUE FUNDS

DECEMBER 31, 2004

Kids ID Disaster Law Seniors Seniors
Program Contingency Library Millage Busing
ASSETS
Cash and cash equivalents $ 1,216 $ 10,000 $ 1,155 $ 1,071 $ -
Taxes receivable - - - 496,409 -
Accounts receivable - - - - -
Due from other governmental units - - - - 24,270
Total assets $ 1,216 $ 10,000 $ 1,155 $ 497,480 $ 24,270
LIABILITIES AND FUND BALANCES
Liabilities
Accounts payable $ - 3 - 8 - 3 - 3 24,270
Accrued expenses - - - - -
Deferred revenue - - - 496,409 -
Due to other funds - - - - -
Due to other governmental units - - - - -
Total liabilities - - - 496,409 24,270
Fund balances
Designated for subsequent
year’s expenditures - 10,000 - - -
Unreserved and undesignated 1,216 - 1,155 1,071 -
Total fund balances (deficit) 1,216 10,000 1,155 1,071 -
Total liabilities and fund balances $ 1216 % 10,000 $ 1,155 % 497,480 $ 24,270
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Social Social Child Cellular

Services Services Care Phone Flow CCE CCE 911
Medical Welfare Probate Through 911 SAYPA Development
$ 5271  $ 26,568 % 6,140 $ - $ 7 $ 5186 $ 14,172
- 25,104 - - 6,891 18,860 -
$ 5,271 $ 51,672 $ 6,140 $ - $ 6,898 $ 24,046 $ 14,172
$ - 8 - 3 5590 $ - 3 - 3 - 8 -
- - - - - 1,136 -
- 51,000 5,143 - 6,891 - -
- 51,000 10,733 - 6,891 1,136 -
- - - - - - 14,172
5,271 672 (4,593) - 7 22,910 -
5,271 672 (4,593) - 7 22,910 14,172
$ 5,271 $ 51,672 $ 6,140 $ - $ 6,898 $ 24,046 $ 14,172

Continued...



COUNTY OF CHEBOYGAN

COMBINING BALANCE SHEET
NONMAJOR SPECIAL REVENUE FUNDS

DECEMBER 31, 2004

Court Probate
Soldiers Veterans House Court F.LA.
Relief Trust Preservation 25% Building
ASSETS

Cash and cash equivalents $ -3 36 % 172,236 $ 15911 % 75,156
Taxes receivable - - - - -
Accounts receivable - - 42 91 -
Due from other governmental units - - - - -
Total assets $ - $ 36 $ 172,278 $ 16,002 $ 75,156

LIABILITIES AND FUND BALANCES
Liabilities

Accounts payable $ -3 -3 - 8 - 8 -

Accrued expenses - - - - -

Deferred revenue - - - - -

Due to other funds - - - - -

Due to other governmental units - - - - -
Total liabilities - - - - -
Fund balances

Designated for subsequent

year’s expenditures - - - 10,000 3,693

Unreserved and undesignated - 36 172,278 6,002 71,463
Total fund balances (deficit) - 36 172,278 16,002 75,156
Total liabilities and fund balances 3$ - $ 36 $ 172,278 $ 16,002 $ 75,156
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Register of

Building Deeds Veteran's Termination

Department Automation Assisstance Liability Total
$ 133,868 $ 52,174  $ 482  $ 85,136 771,297
- - - - 496,409
- - - - 133
- - - - 198,385
$ 20,728 $ 133,868 $ 52,174 $ 482 $ 85,136 $ 1,466,224
$ - 8 223§ 43 3 - 8 - 3 32,749
- 4,082 - - - 11,574
- - - - - 496,409
- - - - - 6,300
- - - - - 63,034
- 4,305 43 - - 610,066
- - 16,000 - - 83,162
20,728 129,563 36,131 482 85,136 772,996
20,728 129,563 52,131 482 85,136 856,158
$ 20,728 $ 133,868 $ 52,174 $ 482 $ 85,136 $ 1,466,224

Concluded
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COMBINING STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCES - NONMAJOR SPECIAL REVENUE FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2004

Education
Family Convention P.A. 302 Emergency
Counseling and Tourism Training Assistance

Victim’s
Restitution

Revenues
Taxes $ - 3 -8 - % R
Federal - - -
State - 141,145 4,288 -
Contributions and donations - - - -
Charges for services - - - -
Fines and penalties - - - 3,465
Interest -
Other 2,785 - - -

Total revenues 2,785 141,145 4,288 3,465

Expenditures
Judicial 3,187 - - -
General government - - -
Public safety - - -
Health and welfare - 141,145 3,942 -
Recreation and culture - - - -

Debt service
Principal - - - -
Interest - - - -

Total expenditures 3,187 141,145 3,942 1,051

Revenues over (under) expenditures (402) - 346 2,414

Other financing sources (uses)
Transfers in - - - -
Transfers out - - - -

Total other financing sources - - - -

Net changes in fund balances (402) - 346 2,414

Fund balances, beginning of year 8,528 - 8,352 11,670

Prior period adjustment - - - -

5,315

Fund balance (deficit), beginning of year,
as restated 8,528 - 8,352 11,670

5,315

Fund balances (deficit), end of year $ 8,126  $ - $ 8698 % 14,084

$ 5,315
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Remonumentation Gypsy Jaws of Friend of Mapping Public
Grant Moth Life SANE the Court Project Improvement
$ -8 -8 - - 8 -8 - 8 -
- - - 25,106 286,331 - -
42,530 - - - 15,565 - -
- - - - - 6,644 -
- - - - 73,431 - -
- - - 34,442 - 1,000 -
42,530 - - 59,548 375,327 7,644 -
- - - - 368,772 - -
42,530 - - - - 78,579 -
- - - 60,408 - - -
42,530 - - 60,408 368,772 78,579 -
- - - (860) 6,555 (70,935) -
- - 3,500 - - 70,936 -
- - 3,500 - - 70,936 -
- - 3,500 (860) 6,555 1 -
23,863 31,600 8,246 15,753 118,187 - 9,697
23,863 31,600 8,246 15,753 118,187 - 9,697
$ 23,863 $ 31,600 $ 11,746 14,893 $ 124,742 $ 1 $ 9,697

Continued...



COUNTY OF CHEBOYGAN

COMBINING STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCES - NONMAJOR SPECIAL REVENUE FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2004

Kids ID Disaster Law Seniors
Program Contingency Library Millage

Seniors
Busing

Revenues
Taxes $ - 8 - 8 - $ 478557
Federal - - - -
State 400 - - -
Contributions and donations 850 - - -
Charges for services - - - -
Fines and penalties - - - -
Interest - - - 1,014
Other - - 3,501 1,046

Total revenues 1,250 - 3,501 480,617

Expenditures
Judicial - - 14,021 -
General government -
Public safety 2,279 - - -
Health and welfare - - - 480,444
Recreation and culture - - - -

Debt service
Principal - - - -
Interest - - - -

Total expenditures 2,279 - 14,021 480,444

69,224

Revenues over (under) expenditures (1,029) - (10,520) 173

Other financing sources (uses)
Transfers in - - 11,000 -
Transfers out - - - -

Total other financing sources - - 11,000 - -
Net changes in fund balances (1,029) - 480 173 -
Fund balances, beginning of year 2,245 10,000 675 898 -

Prior period adjustment - - - -

Fund balance (deficit), beginning of year,
as restated 2,245 10,000 675 898

Fund balances (deficit), end of year $ 1,216 $ 10,000 $ 1,155 $ 1,071
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Social Social Child Cellular

Services Services Care Phone Flow CCE CCE 911
Medical Welfare Probate Through 911 SAYPA Development
- -8 -8 - - -8 -
- - - - - 117,449 -
- 244,001 309,643 - - 5,184 -
669 - - - - - -
10,144 - 4,572 - - - -
- - 62,860 - - - -
- - 1,959 69,237 105,375 51,345 -
10,813 244,001 379,034 69,237 105,375 173,978 -
, - , , , , ,
- - - 69,237 105,368 - -
35,563 226,272 863,156 - - 163,395 -
35,563 226,272 863,156 69,237 105,368 163,395 -
(24,750) 17,729 (484,122) - 7 10,583 -
25,473 - 483,335 - - - -
- - (10,745) - - - -
25,473 - 472,590 - - - -
723 17,729 (11,532) - 7 10,583 -
4,548 12,169 6,939 - - 12,327 14,172
- (29,226) - - - - -
4,548 (17,057) 6,939 - - 12,327 14,172
5,271 672 $ (4593) $ B 7 22,910 $ 14,172

Continued...



COUNTY OF CHEBOYGAN

COMBINING STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCES - NONMAJOR SPECIAL REVENUE FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2004

Revenues
Taxes
Federal
State
Contributions and donations
Charges for services
Fines and penalties
Interest
Other

Total revenues
Expenditures
Judicial
General government
Public safety
Health and welfare
Recreation and culture
Debt service
Principal
Interest
Total expenditures
Revenues over (under) expenditures
Other financing sources (uses)
Transfers in
Transfers out
Total other financing sources
Net changes in fund balances
Fund balances, beginning of year

Prior period adjustment

Fund balance (deficit), beginning of year,
as restated

Fund balances (deficit), end of year

Court Probate
Soldiers Veterans House Court F.ILA.
Relief Trust Preservation 25% Building

$ - $ - % - $ - % -
- 11,106 - - -

- - - 11,822 -

- - 54,964 - -

- - - - 904

- - - - 189,867

- 11,106 54,964 11,822 190,771

- - 1,352 - -

1,935 11,349 - 10,263 58,000

- - - - 110,000

- - - - 21,898

1,935 11,349 1,352 10,263 189,898

(1,935) (243) 53,612 1,559 873

(1,935) (243) 53,612 1,559 873

1,935 279 118,666 14,443 74,283

1,935 279 118,666 14,443 74,283

$ - $ 36 $ 172,278 $ 16,002 $ 75,156
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Register of

County Building Deeds Veterans Termination
Fair Department Automation Assistance Liability Total

$ - 8 - 8 - - 8 - 478,557
- - - - - 428,886

- - - - - 843,086

- - - 512 - 8,675

213,150 409,178 - - - 722,297

- - - - - 121,289

- - 450 - 93 2,461

- 468 - - - 461,025

213,150 409,646 450 512 93 3,066,276

- - - - - 387,332

- 299,005 35,473 - 19,393 474,980

- - - - - 238,343

- - - 285 - 2,064,973

230,552 - - - - 230,552

- - - - - 110,000

- 478 - - - 22,376

230,552 299,483 35,473 285 19,393 3,528,556
(17,402) 110,163 (35,023) 227 (19,300) (462,280)
33,460 - 53,190 - 30,000 710,894
- (9.494) - - - (20,239)

33,460 (9,494) 53,190 - 30,000 690,655
16,058 100,669 18,167 227 10,700 228,375
4,670 28,894 33,964 255 74,436 657,009
- - - - - (29,226)

4,670 28,894 33,964 255 74,436 627,783

$ 20,728 $ 129,563 $ 52,131 482 $ 85,136 856,158

Concluded



COUNTY OF CHEBOYGAN

COMBINING STATEMENT OF NET ASSETS
NONMAJOR ENTERPRISE FUNDS

DECEMBER 31, 2004

ASSETS
Current assets
Cash and cash equivalents
Due from other governmental units

Total current assets

Property and equipment,
net of accumulated depreciation

Total assets
LIABILITIES
Current liabilities
Accounts payable
Long-term liabilities
Advances from other funds
Advances from other governmental units
Total long-term liabilities
Total liabilities
NET ASSETS
Invested in capital assets

Unrestricted (deficit)

Total net assets

Straits
Tax Regional Jail
Foreclosure Ride Commissary Total

$ 354,551  $ 50,601 $ 4926 $ 410,078
- 55,888 - 55,888

354,551 106,489 4,926 465,966

- 397,839 - 397,839

354,551 504,328 4,926 863,805

- 38,839 514 39,353

- 52,285 - 52,285

- 30,000 - 30,000

- 82,285 - 82,285

- 121,124 514 121,638

- 397,839 - 397,839

354,551 (14,635) 4,412 344,328

$ 354,551 $ 383,204 $ 4,412 $ 742,167
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COUNTY OF CHEBOYGAN

COMBINING STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN NET ASSETS - NONMAJOR ENTERPRISE FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2004

Straits
Tax Regional Jail
Foreclosure Ride Commissary Total

Operating revenues

Charges for services $ 166,443  $ 182,347  $ 8,465 357,255

State revenue - operations - 301,462 - 301,462

Federal revenue - operations - 53,875 - 53,875
Total operating revenues 166,443 537,684 8,465 712,592
Operating expenses

Other 60,747 627,353 6,057 694,157
Operating income (loss) 105,696 (89,669) 2,408 18,435
Transfers out (30,000) - - (30,000)
Net income (loss) 75,696 (89,669) 2,408 (11,565)
Net assets, beginning of year 278,855 387,713 2,004 668,572
Prior period adjustment - 85,160 - 85,160
Net assets, beginning of year, as restated 278,855 472,873 2,004 753,732
Net assets, end of year $ 354551 $ 383,204 $ 4,412 742,167
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COUNTY OF CHEBOYGAN

COMBINING STATEMENT OF CASH FLOWS
NONMAJOR ENTERPRISE FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2004

Straits
Tax Regional Jail
Foreclosure Ride Commissary Total

Cash flows from operating activities

Cash collected from customers $ 166,443  $ 182,347  $ 8,465 $ 357,255

Cash collected from other governmental units - 324,075 - 324,075

Cash paid for employee wages and benefits (16,721) - - (16,721)

Cash paid for other operating and

administrative expenses (45,516) (509,029) (5,543) (560,088)

Net cash provided by (used in) operating

activities 104,206 (2,607) 2,922 104,521
Cash flows from non-capital and related

financing activities

Advances from other funds - 17,285 - 17,285

Transfer out (30,000) - - (30,000)
Net cash provided by (used in) non-capital and

related financing activities (30,000) 17,285 - (12,715)
Net increase (decrease) in cash and

cash equivalents 74,206 14,678 2,922 91,806
Cash and cash equivalents, beginning of year 280,345 35,923 2,004 318,272
Cash and cash equivalents, end of year $ 354,551 $ 50,601 $ 4,926 $ 410,078

Continued...
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COUNTY OF CHEBOYGAN

STATEMENT OF CASH FLOWS
ENTERPRISE FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2004

Straits
Tax Regional Jail
Foreclosure Ride Commissary Total
Reconciliation of operating income (loss) to
net cash provided by (used in)
operating activities
Cash flows from operating activities
Operating income (loss) $ 105,696 $ (89,669) $ 2,408 % 18,435
Adjustments to reconcile operating income (loss)
to net cash provided by (used in)
operating activities
Depreciation - 116,196 - 116,196
Changes in operating assets and liabilities
which provided (used) cash
Accounts receivable - (31,262) - (31,262)
Accounts payable - 2,128 514 2,642
Due to other funds (1,490) - - (1,490)
Net cash provided by (used in)
operating activities $ 104,206 $ (2,607) $ 2922 $ 104,521
Concluded
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COUNTY OF CHEBOYGAN

COMBINING STATEMENT OF FIDUCIARY NET ASSETS

AGENCY FUNDS

DECEMBER 31, 2004

ASSETS
Cash and cash equivalents

LIABILITIES
Due to other governmental units
Undistributed receipts
Deposits payable
Court items payable
Other liabilities

Total liabilities

Trust and Friend of Library District
Agency the Court Penal Court Inmate
Fund Trust Fund Fines Trust Bond Trust
$ 416,910 $ 500 96,793 $ 19,630 $ 2,152
$ 79509 % - 96,793  $ -3 -
29,559 - - - 2,152
1,589 - - - -
31,850 - - 19,630 -
274,403 500 - - -
$ 416,910 $ 500 96,793 $ 19,630 $ 2,152
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County Road
Commission
Bond Total

$ 166,256  $ 702,241

-3 176,302
166,256 197,967
- 1,589
- 51,480
- 274,903

$ 166,256  $ 702,241




COUNTY OF CHEBOYGAN

COMBINING STATEMENT OF CHANGES IN ASSETS AND LIABILITIES
ALL AGENCY FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2004

TRUST AND AGENCY FUND
ASSETS
Cash and investments- cash equivalents

LIABILITIES
Due to other governmental units
Undistributed receipts
Deposits payable
Court item payables
Other liabilities

Total liabilities

FRIEND OF COURT TRUST FUND
ASSETS
Cash and cash equivalents

LIABILITIES
Other liabilities

LIBRARY PENAL FINES
ASSETS
Cash and cash equivalents

LIABILITIES
Due to other governmental units

DISTRICT COURT TRUST FUND
ASSETS
Cash and cash equivalents

LIABILITIES
Court items payable

INMATE TRUST FUND
ASSETS
Cash and cash equivalents

LIABILITIES
Undistributed receipts

Balance Balance
January 1, December 31,

2004 Additions Deductions 2004
$ 408,404 $ 19,528,249 $ 19,519,743 $ 416,910
$ 138,136 $ 8,543,724 $ 8,602,351 $ 79,509
26,134 7,568,932 7,565,507 29,559
34,967 50,703 84,081 1,589
56,150 111,489 135,789 31,850
153,017 21,103,319 20,981,933 274,403
$ 408,404 $ 37,378,167 $ 37,369,661 $ 416,910
$ 500 $ B $ B $ 500
$ 500 $ B $ B $ 500
$ 92,078 $ 182,832 $ 178,117 $ 96,793
$ 92,078 $ 362,842 $ 358,127 $ 96,793
$ 25,242 $ 344,270 $ 349,882 $ 19,630
$ 25,242 $ 690,688 $ 696,300 $ 19,630
$ 2,239 $ 124,599 $ 124,686 $ 2,152
$ 2,239 $ 124,599 $ 124,686 $ 2,152
Continued...
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COUNTY OF CHEBOYGAN

COMBINING STATEMENT OF CHANGES IN ASSETS AND LIABILITIES

ALL AGENCY FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2004

COUNTY ROAD COMMISSION BOND
ASSETS
Cash and cash equivalents

LIABILITIES
Undistributed receipts

TOTAL AGENCY FUNDS
ASSETS
Cash and cash equivalents

LIABILITIES
Due to other governmental units
Undistributed receipts
Deposits payable
Court items payable
Other liabilities

Total liabilities

Balance Balance
January 1, December 31,

2004 Additions Deductions 2004
$ B $ 3,148,480 $ 2,982,224 $ 166,256
$ B $ 3,148,480 $ 2,982,224 $ 166,256
$ 528,463 $ 23,328,430 $ 23,154,652 $ 702,241
$ 230,214 $ 8,906,566 $ 8,960,478 $ 176,302
28,373 10,842,011 10,672,417 197,967
34,967 50,703 84,081 1,589
81,392 802,177 832,089 51,480
153,517 21,103,319 20,981,933 274,903
$ 528,463 $ 41,704,776 $ 41,530,998 $ 702,241
Concluded
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COUNTY OF CHEBOYGAN

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOR THE YEAR ENDED DECEMBER 31, 2004

Federal Grantor/ Federal Program
Pass-Through Grantor/ CFDA or Award
Program Title Number  Grant Number Expenditures
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT
Passed through State Department of Commerce
Community Development Block Grant 14.228 na $ 235,106
U.S. DEPARTMENT OF JUSTICE
Passed through State Office of Criminal Justice
Local law enforcement grant
School Liaison Officer/ Cops For Kids 16.580 9XLBVX0344 55,708
Juvenile Accountability 16.540 JABGN-04-16001 9,394
Juvenile Accountability 16.540 JABGN-03-16001 704
Passed through Michigan Department of Community Health (MDCP)
Local law enforcement block grant 16.592 83056-1-04-L 10,000
Substance Abuse - SANE 16.579 70868-5-03-B 17,430
Substance Abuse - SANE 16.579 70868-6-04-B 7,676
Total U.S. Department of Justice 100,912
U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES
Passed through State Family Independence Agency
Promoting safe and stable families - SAYPA program 93.556 DEL 04-16001 3,999
Promoting safe and stable families - SAYPA program 93.556 DEL 04-16001 11,552
Title IV D - Prosecutor 93.563 CSPA 04-16002 41,595
Title IV D - Prosecutor 93.563 CSPA 05-16002 14,867
Title IV D - Friend of the Court 93.563  CSFOC 04-16001 172,042
Title IV D - Friend of the Court 93.563  CSFOC 05-16002 60,159
Title IV E - Prosecutor 93.670  PROFC 04-16001 5,357
Incentive Reimbursement 93.560 na 54,130
Total U.S. Department of Health and Human Services 363,701
U.S. DEPARTMENT OF AGRICULTURE
Direct program
Rural development loan proceeds - Inverness Township Sewer Project 10.760 na 160,204
Passed through Farmer's Home Administration
Housing Preservation Grant 10.433 na 21,039
Total U.S. Department of Agriculture 181,243
U.S. DEPARTMENT OF EDUCATION
Passed through Michigan Department of Community Health
Drug free schools and local programs - SAYPA program 84.186a 2004-0087 73,570
Drug free schools and local programs - SAYPA program 84.186a 2005-1620 28,328
Total U.S. Department of Education 101,898
Continued...
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COUNTY OF CHEBOYGAN

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOR THE YEAR ENDED DECEMBER 31, 2004

Federal Grantor/ Federal Program
Pass-Through Grantor/ CFDA or Award
Program Title Number  Grant Number Expenditures

U.S. DEPARTMENT OF TRANSPORTATION
Passed through Michigan Department of Transportation

Section 5311 operating assistance 20.507 2002 008 Z9 $ 56,045
Section 5311 operating assistance 20.507 2002-0028 713 28,606
MDOT Highway Planning and Construction -
Inverness Township Sewer Project 20.205 STD 9916(001) 27,290
Total U.S. Department of Transportation 111,941

U.S. DEPARTMENT OF TREASURY
Passed through Michigan Department of State
Help America Vote Act 39.011 7114001011 35,000

U.S. DEPARTMENT OF HOMELAND SECURITY
Passed through Michigan State Police

Local emergency planning committee (LEPC) 97.051 na 2,304
Part Il Critical Infrastructure Protection - Stonegarden 97.004 2003 SHSGP 19,653
Part | State Homeland Security Grant - Equipment 97.004 2003 SHSGP Part | 39,899
State Homeland Security and Law Enforcement Terrorism Prevention 97.004 2004 HSGP 36,597
State Homeland Security Exercise Grant 97.004 2003 SHSGP 8,592
State Homeland Security Solution Area Planner 97.004 2003 SHSGP-SAP 13,164
State Homeland Security Training Grant 97.004 2003 SHSGP 11 2,279
Civil Defense Subsidy 97.042 na 17,821
Total U.S. Department of Homeland Security 140,309
Total federal award expenditures 1,270,110
Subtract: program income reported as other revenue for financial statement purposes (10,000)
Prior period adjustment for Section 5311 operating grant (30,776)
Subtract: Rural Development loan, which is reported as loan proceeds for financial
statement purposes (160,204)
Total federal revenue per financial statements $ 1,069,130
Concluded

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Basis of presentation-

The accompanying schedule of expenditures of federal awards includes the federal grant activity of Cheboygan County, and is presented on
the modified accrual basis of accounting. The information in this schedule is presented in accordance with the requirements of OMB Circular
A-133, Audits of States, Local Governments, and Non-Profit Organizations. Therefore, some amounts presented in this schedule may differ

from amounts presented in, or used in the preparation of, the basic financial statements.

-62-



REHMANN ROBsSON

Certified Public Aeccountants

A member of THE REHMANN GROUP An Independent Member of Baker Tilly International

INDEPENDENT AUDITORS’ REPORT ON INTERNAL OVER FINANCIAL
REPORTING CONTROL AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS; NO
REPORTABLE INSTANCES OF NONCOMPLIANCE OR OTHER MATTERS

May 13, 2005

County of Cheboygan Board of Commissioners
County of Cheboygan
Cheboygan, Michigan

We have audited the financial statements of the governmental activities, the business-type activities,
each major fund, and the aggregate remaining fund information of County of Cheboygan, Michigan
(the “County”), as of and for the year ended December 31, 2004, and have issued our report thereon
dated May 13, 2005. We did not audit the financial statements of the County of Cheboygan Road
Commission component unit, which represents 100% of the total assets and 100% of the total
revenues of the discretely presented component units. Those financial statements were audited by
other auditors whose report has been furnished to us, and our opinion, in so far as it relates to the
amounts included for that entity, is based solely on the report of the other auditors. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the County’s internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinion on
the financial statements and not to provide an opinion on the internal control over financial
reporting. Our consideration of the internal control over financial reporting would not necessarily
disclose all matters in the internal control over financial reporting that might be material weaknesses.
A material weakness is a reportable condition in which the design or operation of one or more of the
internal control components does not reduce to a relatively low level the risk that misstatements
caused by error or fraud in amounts that would be material in relation to the financial statements
being audited may occur and not be detected within a timely period by employees in the normal
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course of performing their assigned functions. We noted no matters involving the internal control
over financial reporting and its operation that we consider to be material weaknesses. However, we
noted other matters involving the internal control over financial reporting that we have reported to
the management of the County in a separate letter dated May 13, 2005.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the County’s financial statements are free
of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts. However, providing an opinion
on compliance with those provisions was not an objective of our audit and, accordingly, we do not
express such an opinion. The results of our tests disclosed no instances of noncompliance or other
matters that are required to be reported under Government Auditing Standards.

This report is intended solely for the information and use of management, others within the
organization, the Board of Commissioners, federal awarding agencies and pass-through entities, and
is not intended to be and should not be used by anyone other than these specified parties.

Kol feleo:
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= J REHMANN ROBsON

Certified Public Accountants

A member of THE REHMANN GROUP An Independent Member of Baker Tilly International

INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A -133

May 13, 2005

Board of Commissioners
County of Cheboygan
Cheboygan, Michigan

Compliance

We have audited the compliance of County of Cheboygan, Michigan (the “County”), with the types
of compliance requirements described in the U.S. Office of Management and Budget (OMB)
Circular A-133 Compliance Supplement that are applicable to each of its major federal programs for
the year ended December 31, 2004. The County’s major federal programs are identified in the
summary of auditors’ results section of the accompanying schedule of findings and questioned costs.
Compliance with the requirements of laws, regulations, contracts, and grants applicable to each of its
major federal programs is the responsibility of the County’s management. Our responsibility is to
express an opinion on the County’s compliance based on our audit.

The County’s financial statements include the operations of the Cheboygan County Road
Commission, which received $1,107,720 in federal awards which is not included in the schedule for
the year ended December 31, 2004. Our audit as described below, did not include the operations of
the County of Cheboygan Road Commission because the component unit engaged other auditors to
perform an audit in accordance with OMB Circular A-133.

We conducted our audit of compliance in accordance with auditing standards generally accepted in
the United States of America; the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States; and OMB Circular A-
133, Audits of States, Local Governments, and Non-Profit Organizations. Those standards and
OMB Circular A-133 require that we plan and perform the audit to obtain reasonable assurance
about whether noncompliance with the types of compliance requirements referred to above that
could have a direct and material effect on a major federal program occurred. An audit includes
examining, on a test basis, evidence about the County’s compliance with those requirements and
performing such other procedures as we considered necessary in the circumstances. We believe that
our audit provides a reasonable basis for our opinion. Our audit does not provide a legal
determination on the County’s compliance with those requirements.
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In our opinion, the County complied, in all material respects, with the requirements referred to above
that are applicable to each of its major federal programs for the year ended December 31, 2004.

Internal Control Over Compliance

The management of the County is responsible for establishing and maintaining effective internal
control over compliance with requirements of laws, regulations, contracts and grants applicable to
federal programs. In planning and performing our audit, we considered the County’s internal control
over compliance with requirements that could have a direct and material effect on a major federal
program in order to determine our auditing procedures for the purpose of expressing our opinion on
compliance and to test and report on internal control over compliance in accordance with OMB
Circular A-133.

We noted a matter involving the internal control over compliance and its operation that we consider
to be reportable condition. Reportable conditions involve matters coming to our attention relating to
significant deficiencies in the design or operation of the internal control over compliance that, in our
judgment, could adversely affect County of Cheboygan’s ability to administer a major federal
program in accordance with the applicable requirements of laws, regulations contracts, and grants.
Reportable condition is described as follows:

The County did not comply with the documentation requirements for salaries and
related benefits, charged to its major program, as established within the Office of
Management and Budget (OMB) Circular A-87.

A material weakness is a reportable condition in which the design or operation of one or more of the
internal control components does not reduce to a relatively low level the risk that noncompliance
with the applicable requirements of laws, regulations, contracts, and grants caused by error or fraud
that would be material in relation to a major federal program being audited may occur and not be
detected within a timely period by employees in the normal course of performing their assigned
functions. Our consideration of the internal control over compliance would not necessarily disclose
all matters in the internal control that might be reportable conditions and, accordingly, would not
necessarily disclose all reportable conditions that are also considered to be material weaknesses.
However, we believe that the reportable condition described above is not a material weakness.

This report is intended solely for the information and use of management, others within the
organization, the Board of Commissioners, federal awarding agencies and pass-through entities and
is not intended to be and should not be used by anyone other than these specified parties.

Kol felo:
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COUNTY OF CHEBOYGAN
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE YEAR ENDED DECEMBER 31, 2004

SECTION | - SUMMARY OF AUDITORS RESULTS

Financial Statements

Type of Auditor’s report issued? Unqualified
Internal control over financial reporting:
Material weakness identified? No
Reportable conditions identified not considered
to be material weaknesses? None reported
Noncompliance material to financial statements noted? No

Federal Awards

Internal control over major programs:

Material weaknesses identified? No
Reportable conditions identified not considered
to be material weaknesses? Yes
Type of auditor’s report issued on compliance for major programs? Unqualified

Any audit findings disclosed that are required to be
reported in accordance with Circular A-133, Section .510(a)? No

Identification of major programs:

CFDA # Name of Program

93.563 Title IV D

10.760 Rural Development Loan
Dollar threshold to distinguish between type A and type B programs? $300,000
Auditee qualified as a low risk auditee? Yes

SECTION Il - FINANCIAL STATEMENT FINDINGS
No financial statement findings are reported.
SECTION Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS
2004-1 The County did not comply with the documentation requirements for salaries

and related benefits, charged to its Title IV D program, as established within
the Office of Management and Budget (OMB) Circular A-87.

-67-



. J REHMANN RoOoBsON

Certified Public A¢countants

A member of THE REHmaNN GROUP An Independent Member of Baker Tilly International

May 13, 2005

Board of Commissioners
County of Cheboygan
Cheboygan, Michigan

In planning and performing our audit of the basic financial statements of the County of
Cheboygan as of and for the year ended December 31, 2004, we considered the County’s
internal control structure to determine our auditing procedures for the purpose of expressing an
opinion on the basic financial statements and not to provide assurance on the internal control
structure.

However, during our audit we became aware of some matters that are opportunities for
strengthening internal controls, operating efficiency and other matters. The memorandum that
accompanies this letter summarizes our comments and suggestions regarding those matters. This
letter does not affect our report dated May 13, 2005 on the financial statements of the County of
Cheboygan.

We will review the status of these comments and suggestions during our next audit engagement.
We have already discussed these comments and suggestions with various County personnel and
we will be pleased to discuss them in further detail at your convenience, to perform any
additional study of these matters, or to provide any other assistance that you may request.

Koo felo:

Thank you for your business.
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COUNTY OF CHEBOYGAN

MANAGEMENT COMMENTS AND RECOMMENDATIONS

DECEMBER 31, 2004

1)

2)

Review of Title IVV-D Monthly Statements

The County’s Friend of the Court and Prosecutor Departments receives federal grant
revenue for child support enforcement (Title 1\VV-D) from the State of Michigan. This grant
requires the County to submit monthly reports which summarize the activity for that month
for the Friend of the Court and Prosecutor Title IV-D programs. The County has
contracted with Maximus to prepare these monthly statements. Information the County
provides Maximus is submitted from the payroll department, Friend of the Court and
Prosecutors office. Maximus prepares the required forms and returns the completed forms
to the County for review and approval as evidenced by signatures. The County is
responsible for submitting these reports to the State monthly. Through review of four of
the reports filed in 2004, we noted immaterial differences between the fringe benefit
amounts transmitted to Maximus and the amounts that were included in monthly reports
submitted to the State caused by incorrect percentages used by Maximus. Incorrect
reporting of these expenses could result in the County having to reimburse the State for
grant funds received in excess of the allowable expenditures or the County not being
reimbursed for the amount of allowable expenditures. We recommend that the County
designate an employee responsible for the detailed review of these reports, which should
include agreeing amounts provided to Maximus to the amounts actually included in the
reports, prior to the Friend of the Court, Prosecutor and Administrator approving, signing
and mailing these reports.

Required Payroll Documentation

The County expended more than $500,000 in federal grant awards during the year, which
resulted in required compliance with the provisions of Office of Management and Budget
(OMB) A-133 (Single Audit Act) and OMB Circular A-87 (Cost Principles for State,
Local, and Indian Tribal Governments) these publications define the compliance
requirements including, but not limited to, necessary documentation of costs charged to
federal grants.

OMB Circular A-87 attachment B section 11h requires that there be support for all salaries
and wages charged to federal grants. Employees that work on multiple activities must
keep a record of time spent on each federal grant activity and complete weekly timesheets
which records the amount of time spent on each federal grant activity. These timesheets
(which are in addition to the timesheets used for payroll) need to be signed by the
employee and a supervisor. Employees that work 100% on a single federal grant activity
are required complete a time certification. These certifications need to be prepared at least
semi-annually and need to be signed by the employee or the supervisor having first-hand
knowledge of the work performed by the employee.



COUNTY OF CHEBOYGAN

MANAGEMENT COMMENTS AND RECOMMENDATIONS

DECEMBER 31, 2004

3)

4)

5)

If the time sheets or the time certifications are not obtained for all federal grant activities,
any salaries and related benefits charged to federal grants could be considered questioned
costs and the County may be required to reimburse the grantor agency for all of the related
salaries and benefits. We have provided a template to assist management in complying
with this requirement.

Bank statement reconciliations

While testing monthly bank reconciliations for the District Court bank account it was noted
that the District Court is only providing the current month’s deposits and checks that
cleared the bank statement to the finance department for input into the general ledger. All
transactions occurring during the month are not being recorded in the month they occurred,
which results in the incorrect timing of revenue and expenditure recognition. It is
imperative that appropriate cutoff of receipts and disbursement be determined to provide
accurate information on a monthly basis to management.

Friend of the Court Bank Accounts

The Friend of the Court maintains a bank account, registered in the County’s name, used to
deposit parental payments received for child support. All of the money deposited into this
account is periodically wired to the State of Michigan by the Friend of the Court.
Currently this activity is not being recorded in the County’s general ledger system. We
recommend that the County record this activity within an agency fund in the general ledger
system, which will allow a more accurate accounting for the cash received for child
support payments.

Deficit Fund Balance

At December 31, 2004, a deficit fund balance existed in the Child Care Probate Special
Revenue Fund. This deficit will be reduced during 2005 with additional transfers from the
General Fund. The County is required to formulate and file a deficit elimination plan with
the State of Michigan Department of Treasury within 90 days after the year in which this
deficit is identified.



COUNTY OF CHEBOYGAN

MANAGEMENT COMMENTS AND RECOMMENDATIONS

DECEMBER 31, 2004

6)

7)

8)

SEC Rule 15C2-12 Disclosure Requirements

SEC Rule No. 240.15¢2-12 requires issuers of municipal securities in principal amounts of
$1 million or more or whose outstanding aggregate debt exceeds $10 million to report
financial and operational information as well as notice of material events to nationally
recognized municipal securities information repositories annually. With the issuance of
the bonds for the construction of the Road Commission building, the County is now
subject to these reporting requirements. We recommend that the County establish a
written plan and process to ensure that this report is completed and filed by July 31% of
each year.

Michigan Finance Qualifying Statement

Beginning January 1, 2004, all governmental units subject to the Revised Municipal
Finance Act (PA 34 of 2001) must submit a Michigan Finance Qualifying Statement that
allows governmental units to pre-qualify for financing during the fiscal year. The County
must submit their qualifying statement electronically using the Michigan Department of
Treasury’s website. The Finance Director must contact the Local Audit and Finance
Division of the Department of Treasury at (517) 373-0660 to establish a password to
access the system and electronically submit their qualifying statement. The qualifying
statement is due to the Michigan Department of Treasury by June 30, 2005.

Electronically Filing the Financial Statements

The County is required to file its audit report with the Michigan Department of Treasury
(the “Treasury”) by June 30, 2005. The Treasury has issued Numbered Letter 2005-2
which requests (under the authority of Michigan Compiled Law 141.427(1)) that all audits
required in accordance with Public Act 2 of 1968 and Public Act 71 of 1919 be submitted
electronically to the Treasury in a Portable Document Format (PDF) compatible with
Adobe Acrobat. Although this filing process is not mandated at this time, the Treasury is
strongly recommending that all governmental units file their year end audit reports
including the Auditing Procedures Report (496) and management comment and
recommendation letter electronically. We have provided the necessary information, in this
electronic format, to the Finance Director to enable the County to comply.





